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FROM  THE  EDITOR 


In  the  year  1978,  the  'Indonesian  Quarterly'  appears  with  a  new 
cover  as  part  of  its  ritual  change.  This  time  the  Balinese  Ceremonial  knife 
ornaments  our  new  cover. 

In  his  article  "What  do  the  'Take-off  Countries  Expect  from  Indus- 
trial and  Oil  Producing  Countries?",  Sumitro  Djojohadikusumo  put  for- 
ward the  problems  and  dilemmas  of  the  "Take-off  countries  in  the  face  of 
industrial  and  oil  producing  countries.  These  problems  are  actually  con- 
nected with  the  continued  access  to  external  markets  and  stability  in  ex- 
port earnings,  debt  rescheduling,  a  new  approach  to  resource  development 
and  resource  policies,  access  to  technology  and  to  sources  of  capital. 

f.  Panglaykim  expressed  his  doubts  on  the  success  of  the  Fukuda 
Doctrine  due  to  the  factional  politics  in  Japan's  Diet  and,  at  the  same 
time,  the  hope  of  it  being  carried  out  in  order  for  the  Southeast-Asian 
countries  to  benefit  from  it. 

AH  Noor  Luddin  in  "Investment  Opportunities  in  Agro  Industry  in 
Indonesia"  quotes,  "the  need  of  increased  investments  in  agro  industry  is 
becoming  more  and  more  urgent,  because  of  the  tremendous  increase  of  the 
need  of  food  for  the  exploding  population  of  the  world,  especially  for  the 
so-called  Third  World". 

Sabana  Kartasasmita  gives  his  estimation  on  marketing  and  inter- 
national cooperation  in  tin  commodities  and  Indonesia's  position  with 
regard  to  tin  mining  and  its  marketing. 

It  cannot  be  denied  that  Indonesia's  location  in  this  part  of  the  world 
is  very  strategic  since  it  is  a  vast  array  of  islands  stretching  across  an  area 
between  Asia  and  Australia.  In  this  respect,  Natabaya  stresses  the  impor- 
tance of  an  archipelagic  principle,  elaborating  the  idea  of  "Wawasan 
Nusantara"  in  the  light  of  the  law  of  the  sea  in  relation  to  Indonesia's 
interests. 

While  Aprilani  Soegiarto  brings  to  light  that  marine  science  in  Indo- 
nesia has  for  many  years  been  neglected.  It  is  now  clamoring  for  technical 
assistance  to  develop  the  abundant  resources  for  the  betterment  of  the 
people's  lives  and  inevitably,  of  the  economy.  Recent  research  programs 
have  been  set  up  by  the  NIO  (National  Institute  of  Oceanology)  while 
universities/institutes  of  learning  are  being  encouraged  to  put  greater 
emphasis  on  marine  science  for  they  are,  after  all,  responsible  for  the  mak- 
ing of  experts  in  this  field.  This  will  in  the  long  run  help  the  developing 
nations  Identify  their  needs,  define  their  programs  and  priorities  and 
benefit  from  what  these  capabilities  may  provide. 


WHAT  DO  THE  "TAKE-OFF" 
COUNTRIES  EXPECT  FROM 
INDUSTRIAL  AND  OIL 
PRODUCING  COUNTRIES?* 

Sumitro  DJOJOHADIKUSUMO 


INTRODUCTION 

My  observations  on  the  subject  matter  are  based  on  the  sup- 
position that  it  be  dealt  with  in  the  context  of  the  North-South 
"problematique"  (if  I  may  be  permitted  to  borrow  this  term 
from  the  Club  of  Rome  earliest  deliberations).  This  would  also 
be  in  keeping  with  the  proposition  that  the  North-South  po- 
larization constitutes  "die  soziale  Frage  des  20.  Jahrhunderts"  so 
succinctly  stated  in  the  "Memorandum  zur  Nord-Siid  Politik" 
which  was  earlier  distributed  as  one  of  the  background  materials 
for  this  Conference. 

Therefore  the  problems  and  expectations  of  "take- off'  coun- 
tries are  regarded  as  a  particular  aspect  of  the  range  of  funda- 
mental issues  which  have  remained  with  us  since  the  closure, 
earlier  this  year,  of  the  C.I. E.G.  in  Paris.  Hence,  also,  I  will  have 
to  review,  in  summary  fashion  and  by  way  of  general  pro- 
positons,  the  nature  of  those  fundamental  problems  connected 
with  the  search  for  a  more  viable  framework  of  international 
political  and  economic  relations.  In  so  doing  I  am  aware  that 
these  subjects  will  also  be  treated  by  the  other  speakers  at  this 
forum,  although  probably  from  different  viewpoints. 


*  Paper  to  serve  as  a  reference  for  discussions  and  presented  at  the  Conference  on 
Development  Policy,  organized  by  the  Social  Democratic  Party  (SPD)  on  1  and  2 
September  1977  in  Wiesbaden. 
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THE  INDONESIAN  QUARTERLY 

Mainly  as  a  point  of  departure  I  will  use  three  criteria  for 
the  "take-off  category.  The  countries  under  consideration  have 
an  average  per  capita  income  exceeding  $200  a  year  deflated  to 
the  average  of  1971-1973  prices,  before  the  impact  of  the  "oil- 
crisis"  and  the  current  world  recession.  Second,  their  invest- 
ment ratios  have  reached  20  per  cent  or  more  of  national  in- 
come. In  addition,  the  "take-off'  countries  comprise  also  those 
which  at  this  point  in  time  may  still  have  an  average  per  capita 
income  below  $200  per  annum,  but  which  can  hope  with  jus- 
tification to  raise  themselves  above  that  level  within  the  next 
decade  due,  for  example,  to  resource  availability  and  potential. 
In  terms  of  what  these  countries  "expect"  from  both  industrial 
and  oil  producing  countries,  I  will  mainly  try  to  bring  out  and 
to  emphasize  the  salient  aspects  and  the  urgent  relevance  of 
problems  faced  by  them  and  viewed  in  the  perspective  of  the 
next  few  decades.  In  such  a  context,  their  expectations  are  some- 
times explicitly  stated  but  even  more  often  inferred  or  implied.  I 
have  chosen  this  approach  so  as  to  avoid  any  semblance  of 
engaging  in  plaintive  appeals  or  in  acrimonious  recriminations. 


FUNDAMENTAL  FORCES  BEHIND  THE  URGE  FOR 
STRUCTURAL  CHANGES 


The  world  is  faced  with  a  whole  range  of  complex  issues: 
food  for  an  increasing  population;  problems  of  unemployment 
and  obstacles  to  industrial  development;  problems  of  energy 
and  basic  materials;  resource-policies  and  their  impact  on  the 
human  environment;  the  role  and  development  of  education, 
research,  science  and  technology  in  their  social  context; 
problems  of  international  trade  and  payments;  the  activities, 
benefits  and  disadvantages  of  transnational  corporations  and  the 
like. 

Many  influential  circles  still  tend  to  regard  the  above  issues 
as  a  set  of  temporai7  though  inter-related  "crises."  Yet  they  are 
in  essence  phenomena  and  symptoms,  reflecting  deeper  under- 
lymg  forces  of  a  more  fundamental  nature.  These  forces  have 
been  at  work  for  some  time  but  have  come  to  the  fore  only  re- 
cendy.  ^ 
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WHAT  DO  THE  "TAKE-OFF"  COUNTRIES  EXPECT? 

They  will  be  with  us  for  decades  to  come.  They  are  con- 
nected with  the  role  of  and  the  interaction  between  natural  re- 
sources, population  and  technology,  and  hence  with  the  impact 
of  such  interaction  on  the  human  environment. 

The  search  for  a  more  viable  framework  of  international  po- 
lidcal  and  economic  reladons  assumes  two  entwined  dimen- 
sions, viz.:  (1)  nadonal  public  policies  to  be  pursued  by  govern- 
ments of  developing  nations  towards  and  within  their  own 
respective  societies,  and  simultaneously,  (2)  the  incepdon  of  an 
internadonal  framework  which  is  conducive  to  the  consistent  im- 
plementadon  of  such  nadonal  policies. 

The  core  of  fundamental  objectives  in  the  above  context 
comprises:  (1)  the  eradicadon  of  absolute  poverty  which  engulfs 
almost  two- thirds  of  mankind  or  more  under  prevailing  con- 
didons  (2)  die  reducdon  of  relative  inequality,  i.e.  reducing  the 
gap  between  rich  and  poor  both  as  it  relates  to  rich  and  poor 
nadons  as  well  as  to  the  disparides  between  the  thin  layers  of 
the  rich  upper  strata  and  the  broad  masses  within  the  societies 
of  the  developing  nations. 

It  is  only  in  terms  of  such  objectives,  which  should  be 
further  translated  into  well  defined  operational  targets  that  it  is 
meaningful  to  speak  and  think  of  a  "new"  order  of  any  kind.  In 
this  context  I  unequivocally  stress  the  prime  responsibility  on 
nadonal  government  within  their  own  respective  societies  and 
towards  their  own  people. 

It  entails  a  drasdc  reorientation  in  development  strategies  and  ob- 
jectives, where  the  social  phenomena  of  poverty  and  unemploy- 
ment and  their  eradication  are  regarded  as  economic  priorities 
of  the  first  order.  The  process  of  growth  is  thus  made  a  function 
of  policies  that  aim  at  providing  people  with  the  basic  re- 
quirements of  food,  clothing,  shelter,  education,  health  and  with 
remuneradve  employment.  In  other  words  the  structure  of  pro- 
duction and  the  udlization  of  productive  resources  (human  re- 
sources, natural  resources,  capital,  technology)  must  be  arranged 
or  re-arranged  with  the  above  policy  objectives  and  priorides  in 
mind. 

The  foregoing  has  gained  general  acceptance  as  a  concept 
among   the   countries   of  the   Third    World    and    their  re- 
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presentatives.  In  terms  of  effective  policies  however  we  are  able 
as  yet  to  discern  mere  glimpses  of  a  timid  beginning.  This  shift 
in  policy  orientation  poses  indeed  daunting  problems  at  the  very 
moment  of  its  implementation.  It  involves  nothing  less  than  an 
overall  transformation  of  structural  relationships  in  the  process 
of  accumulation  and  allocation  of  resources  as  well  as  in  their 
distributional  aspects.  Hence  it  presupposes  the  will  among  the 
body-pohtic  to  effectuate  changes  in  the  prevailing  political 
parameters.  The  challenge  is  multiplied  by  resistances  within  the 
social  fabric  of  many  developing  countries.  These  are  connected 
with  vested  interests  among  the  upper  strata  as  well  as  with  so- 
cial and  economic  power  structures  at  the  village  level.  Where 
the  need  for  change  or  modification  is  conceded,  they  are  more 
often  than  not  regarded,  or  rather  preferred,  to  occur  very  gra- 
dually and  slightly. 

Having  stressed  the  prime  responsibility  of  national 
governments,  it  is  also  obvious,  however,  that  developing 
nations  need  an  international  framework  which  is  conducive  to 
and  can  reinforce  national  policies  of  that  nature.  It  is  fair  to 
hold  that  a  country's  success  in  coping  with  its  internal  pro- 
blems increases  its  ability  to  mitigate  adverse  impacts  generated 
by  external  forces.  Nevertheless,  past  and  contemporary  ex- 
perience bears  ample  evidence  that  national  policies  aimed  at 
creating  conditions  of  social  stability  through  growth  with  equity 
are  persistently  impeded  by  external  disturbances.  These  also 
tend  to  perpetuate  and  to  reinforce -the  disparities  in  the  levels 
of  living  among  nations,  i.e.  between  the  developing  nations  and 
a  small  group  of  industrially  advanced  countries. 

The  combined  intensified  effort  of  the  Third  World  to  es- 
tablish a  new  international  economic  order  is  the  international 
dimension  of  the  structural  changes  considered  necessary  in  the 
direction  of  growth  and  the  patterns  of  development. 

For  years  the  standard  set  of  agenda  items  of  international 
conferences  on  the  problems  of  the  North-South  polarization  . 
have  been  (and  will  be)  concerned  with  long  term  commodity 
agreements  culminating  in  the  concept  of  the  integrated  pro- 
gramme for  commodities  and  bufferstock  financing;  transfer  of 
resources;  quota  and  pricing  arrangements;  food  employment 
and  industrial  development;  transfer  of  technology;  inter- 
national trade  and  payments. 
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WHAT  DO  THE  "TAKE-OFF"  COUNTRIES  EXPECT? 

PROBLEMS  AND  DILEMMAS  OF  THE  "TAKE-OFF" 
COUNTRIES 

These  are  connected  with: 

-  continued  access  to  external  markets  and  stability  in  export 
earnings  at  an  expanding  rate  of  international  trade 

-  debt  rescheduling 

-  a  new  approach  to  resource  development  and  resource  po- 
licies 

-  access  to  technology 

-  access  to  sources  of  capital,  including  but  not  limited  to 
what  is  designated  as  "transfer  of  real  resources"  by  inter- 
national organization. 

The  need  for  continued  access  to  external  markets  and  for 
stability  of  export  earnings  have  become  commonplace.  Yet, 
they  also  need  to  be  continuously  stressed.  It  is  well  to  also 
recall  that  where  the  period  1950-1970  is  usually  referred  to  as 
one  of  relatively  "stable"  world  trading  relations  characterized 
by  expanding  trade,  yet  during  that  same  period  the  share  of 
developing  countries  in  total  world  exports  fell  from  over  30% 
to  less  than  20%.  Primary  products  (including  oil)  accounted  for 
not  less  than  84%  of  the  exports  of  developing  countries  in  1970. 

Despite  this  dependence  on  primary  exports,  the  developing 
countries  have  not  expanded  these  exports  as  rapidly  as  have  the 
advanced  countries;  consequently  their  share  in  primary  export 
markets  declined  from  52%  in  1950  to  44%  in  1970.  The  terms  of 
trade  of  the  developing  countries  deteriorated  steadily:  the  unit 
value  of  their  exports  divided  by  the  unit  value  of  their  imports 
fell  in  the  corresponding  period  by  more  than  10%. 

About  all  of  the  "take-off'  countries  have  open  economies, 
where  external  economic  relations  figure  prominently  as 
strategic  variables  to  national  income,  public  revenues  and  the 
availability  of  foreign  exchange. 

Unfortunately  the  trade  picture  of  these  countries  is 
characterized  by  features  which  persistently  undermine  their 
trade  position.  They  are  confrondng  mutually-reinforcing 
pressures  to  the  detriment  of  their  trade:  the  secular  decline  in 
their  terms  of  trade;  the  short-term  cyclical  fluctuations  which 
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reinforce  the  deterioration  of  the  terms  of  trade  and  prevent  or 
hamper  readjustments  and  modificadons  for  long-term  pur- 
poses; the  restrictive  and  discriminatory  pracdces  and  poHcies 
imposed  on  the  processed  agricultural  commodides  and  the 
products  of  Hght  industries;  the  monopolistic  pracdces  of 
powerful  shipping  cartels  with  the  frequent,  widespread  and  ar- 
bitrary increases  in  freight  rates  imposed  by  conference  carriers 
in  recent  years  at  a  stage  where  the  developing  countries  are  suf- 
fering from  the  secular  and  cyclical  uncertainties. 

It  is  realisdc  to  view  world  economic  activides  as  evolving 
from  and  around  the  agglomeradons  of  economic  powers:  the 
E.E.C.,  the  U.S.A.,  Japan  and  the  countries  within  COMECON. 
They  act  as  "poles  of  concentradon",  within  which  and  around 
which  major  and  dynamic  economic  activides  rotate.  They  re- 
present economic  enddes  of  such  importance  that  their  per- 
formance will  largely  determine  the  volume  of  world  trade. 

Whatever,  the  net  impact  on  future  trade  of  the  countervail- 
ing forces,  -  expansionary  as  against  diversionary  and  restricdve 
-,  the  omens  to  date  and  the  outlook  for  the  near  term  are  far 
from  propidous  from  the  viewpoint  of  developing  countries  in 
general  and  the  "take-oflP'  countries  among  them  in  pardcular. 
It  stands  to  reason  that  in  such  a  context  producers  countries 
form  their  own  combines,  whether  in  the  form  of  cartels  or 
otherwise. 

The  awareness  of  producer  countries  as  elements  of  market 
power  is  not  confined  to  oil.  The  desire  to  receive  appropriate 
rates  of  economic  rents  and  to  share  in  monopolistic  rents  will 
extend  to  other  basic  materials,  such  as  uranium,  bauxite, 
copper,  iron  ore,  dn  and  certain  kinds  of  industrial  raw 
materials.  In  varying  degrees  of  course,  and  dependent  on  the 
general  reladons  of  supply  and  demand  surrounding  each  com- 
modity. Yet,  essentially  the  mineral  ores  are  subject  to  similar 
supply  -  demand  imbalances  and  their  supply  availability  is 
strongly  influenced  by  the  supply  sufficiency  of  energy.' 


1  Evfii  pioclincis  of  food  uikI  agricultural  commercial  crops  (sugar,  cocoa,  colTee, 
pepper,  tapioca,  copra)  have  formed  associations  for  the  purpose  of  strengthening 
their  bargaining  position  in  world  markets.  Their  case  is  weaker  as  the  commodities 
are  perishable,  bin  the  trend  is  there. 
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It  should  be  no  cause  for  expressions  of  irate  sentinaents, 
much  less  for  veiled  or  unconcealed  threats  by  governments  of 
consumers'  countries.  Throughout  the  history  of  international 
trade  such  oligopolistic  combines  existed  as  inherent 
characteristics  of  the  market  structure.  There  is  therefore 
nothing  new  in  the  phenomenon  of  cartels  for  raw  materials, 
with  the  difference  that  in  the  past  cartels  were  controlled  by  in- 
terests located  in  the  industrially  advanced  consumers'  countries. 
Now  in  a  period  of  relative  materials  scarcity,  the  governments 
of  nation-states  who  are  the  owners  of  the  resources  have  joined 
for  what  I  believe  to  be  sound  economic  reasons.  They  have  set 
up,  or  will  be  doing  so,  their  own  brand  of  oligopolies  as 
counterveiling  forces  vis-a-vis  the  "historic  cartels"  of 
transnational  corporation.^ 

The  end  result  in  the  future  may  well  be  a  better  "balance" 
within  the  frame  of  imperfect  markets.  At  least  the  structure  of 
the  market  may  become  less  lopsidedly  imperfect. 

Furthermore  it  should  not  be  a  priori  be  presumed  that 
producer  countries  are  interested  in  raising  prices  or  in  main- 
taining them  at  a  high  level  per  se  by  restrictive  supply  policies. 
Their  main  interest  is  in  stable  earnings  in  real  terms  over  a  suf- 
ficiently long  period,  in  redressing  the  continued  secular  decline 
in  the  terms  of  trade,  in  mitigadng  the  adverse  impact  of  violent 
short  term  fluctuations.  There  are  various  ways  through  which 
these  objectives  can  be  pursued  and  not  necessarily  in  the  form 
of  closely  knit  cartels  either.  There  may  be  producers 
associations  mainly  for  exchanging  information,  for  joint 
marketing  studies  and  for  sharing  the  benefits  of  research  and 
technology  in  order  to  reduce  costs  and  to  increase  pro- 
ductivity, etc. 

In  view  of  the  condidons  and  trends  pertinent  to  the  re- 
lations between  producers  and  consumers,  the  problem  of  or- 
ganized trading  can  in  many  cases  be  best  served  by  long  term 
commodity  agreements. 


2  Actually,  from  the  viewpoint  of  raw  materials  producers'  countries  those  multi- 
national corporations  were  more  in  the  nature  of  oligopsonies,  against  which  the  pro- 
ducers have  set  up,  in  defense,  their  oligopolies. 
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The  essential  point  is  that  due  weight  be  given  to  the  funda- 
mental forces  that  determine  market  supply  and  demand  and  to 
realize  the  structural  nature  of  the  changes  that  have  occured  or 
that  are  taking  place  in  their  reladons.  Only  within  such  a  frame 
of  reference  will  we  be  able  to  devise  arrangements  that  can  be 
made  to  work  for  any  length  of  time  "through  the  cooperadon 
between  consumers  and  producers." 

These  are  at  present  the  system  of  compensatory  financing  by 
the  I.M.F.  and  the  STABEX  system  oudined  in  the  LOME 
agreement  between  E.E.C.  and  the  A.P.C.  group  of  countries.^ 
While  these  arrangements  are  certainly  helpful  to  a  group  of 
specific  countries  within  the  existing  internarional  system  they 
tend  to  create  further  distortions  as  they  entail  a  discriminatory 
element  from  the  viewpoint  of  other  developing  countries  or 
other  groupings  of  developing  countries,  such  as  ASEAN.  They 
should  therefore  at  the  very  least  be  applied  on  a  global  scale."* 

Even  then,  compensatory  financing  and  STABEX  are  no 
more  than  palliatives  as  they  do  not  touch  the  crux  of  the  pro- 
blem areas  under  discussion.  These  require  fundamental  changes 
of  a  structural  nature  in  the  process  of  producdon  and  trade, 
while  compensatory  financing  and  STABEX  system  tend  to  per- 
petuate the  prevailing  power  relations  surrounding  commodity- 
markets.  It  is  in  this  context  that  the  relevance  of  the  integrated 
programme  for  commodity  arrangements  and  of  the  common 
fund  come  to  the  fore.  We  have  by  now  become  all  too  familiar 
with  the  barrage  of  arguments  on  both  sides  for  and  against 
these  proposals,  and  I  do  not  need  to  elaborate  on  them  here. 
But  at  least  some  progress  has  been  made  at  the  C.I. E.G.  in  Pa- 
ris in  that  the  industrial  countries  agreed  for  the  first  time  that 
the  Common  Fund  should  be  "a  key  instrument"  in  attaining 
Third  World  objectives  concerning  stable  prices  and  higher  re- 
venues. It  is  to  be  hoped  that  the  further  negotiations  at 
UNCTAD  in  November  of  this  year  and  the  pledge  of  the  indus- 
trial countries  "to  ensure  a  successful  conclusion"  may  lead  to 
concrete  measures  of  operational  value.  It  seems  to  me  that  the 


3  Comprising  44  counirics  of  An  ica,  the  Caribbean  and  the  Pacific  islands  of  Solomon 
and  Fiji. 

4  The  argument  ol'  historical,  legal  and  moral  obligations  (towards  formal  colonies)  is 
wearitig  thin. 
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demand  by  the  Third  World  countries  for  an  integrated  pro- 
gramme entailing  10  commodities,'  and  the  predilection  among 
industrial  countries  for  a  commodity-by-commodity  approach 
can  be  reconciled  for  practical  purposes  of  arriving  at 
collaborative  arrangements.  As  a  modus  operandi  fruitful  nego- 
tiations can  be  held  concerning  individual  commodity  agree- 
ments entailing  bufferstocks  and  their  financing,  provided  they 
are  conceived  within  a  common  frame  of  reference  and  adhering 
to  a  commonly  agreed  set  of  principles,  guide  posts  and  yard- 
sticks related  to  the  commodities  under  reference. 

A  similar  approach  might  usefully  be  applied  to  the  problem 
of  debt-repayments  and  the  desirability  of  moratorium  modalities. 
These  are  of  vital  interest  to  the  present  and  the  future  of  both 
the  least  developed  and  the  "take-ofF'  countries  of  the  Third 
World.  Again,  the  "generalized  system"  of  debt-rescheduling 
propounded  by  the  Group  of  77  and  on  the  other  hand  the  pre- 
ference of  industrial  countries  for  "a  case-by-case"  approach, 
may  be  reconciled,  if  the  "case -by-case"  approach  is  deployed 
within  a  general  frame  of  reference,  entailing  a  set  of  commonly 
agreed  principles,  guideposts  and  yardsticks  pertinent  to  the 
conditions  for  rescheduling  of  debts  or  even  where  it  would  be 
considered  most  needed,  the  conversion  of  official  loans  to  the 
poorest  countries  into  official  grants. 

According  to  a  recent  UNCTAD  forecast,  the  international 
debt  of  non-oil  exporting  developing  will  rise  from  close  to  180 
billion  dollars  at  the  end  of  1976  to  more  than  250  billion 
dollars  by  the  end  of  1978,  and  their  debt  servicing  will  have  to 
absorb  23  per  cent  of  export  earnings  next  year.  I  cannot  see 
how  on  a  global  level  progress  can  be  continued  or  even  a 
minimal  degree  of  stability  maintained,  unless  some  lasting 
arrangements  are  arrived  at  sooner  rather  than  later. 


RESOURCE  DEVELOPMENT  AND  POLICIES 

In  a  world  of  materials  imbalances,  resources  owning  coun- 
tries will  endeavour  to  optimize  the  benefits  of  their  natural  re- 
sources. They  will  insist  on  receiving  appropriate  rates  of  economic 


\  Cocoa,  Tea,  Sugar,  Cotton,  Rubber,  Jute,  Sisal,  Copper,  Tin. 
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rents  and  on  sharing  in  monopolistic  rents.  They  will  press  their 
demands  for  in  situ  processing  of  the  basic  material  (whether  it 
concerns  ores  or  timber  logs)  and  subsequently  for  forward  inte- 
gration into  the  fabricating  process.  To  ensure  equitable 
arrangements  in  regard  to  the  two  types  of  rents  referred  to  be- 
fore, they  will  want  in  the  course  of  events  pardcipadon  in  the 
successive  stages  of  the  production  cycle.  This  has  become  the 
basic  pattern  of  the  development  of  natural  resources. 

Here  is  of  course  an  area  of  potential  and  actual  conflicts 
between  host  governments  of  producing  countries  and  ma- 
terials-seeking consumer  countries  with  their  muldnational  cor- 
porations. The  latter  have  become  so  steeped  in  their  historical 
tradition  of  near  complete  control,  particularly  of  the  extractive 
and  purification  stages.  It  has  its  roots  in  the  desire  to  ensure 
security  of  supply  of  materials  inputs  into  the  downstream  pro- 
cessing and  fabricating  facilities,  again  traditionally  located  in 
the  consumers'  countries. 

As  I  see  it,  over  the  next  decade  in  the  intermediate  period 
ahead,  the  governments  of  industrial  economies  and  the  multi- 
national corporations  will  have  to  move  towards  accommoda- 
tion with  governments  of  producers  countries  in  order  to  gain 
access  to  materials  potential  that  can  be  developed  relatively 
easily.  Whether  such  a  process  takes  place  speedily  or  gradually 
will  depend  on  the  kind  of  material  and  other  attendant  cir- 
cumstances. 

It  means  a  departure  from  the  traditional  pattern  of  total 
control.  Nevertheless,  workable  collaborative  arrangements  are 
possible  to  the  benefit  of  all  parties  concerned,  where  the  mul- 
tinational corporations  act  as  contractors  for  the  host  govern- 
ment or  its  agencies  through  production  sharing  or  other  types 
of  modalities. 

I  would  like  to  draw  particular  attention  to  the  importance 
of  a  comprehensive  inventory  and  a  proper  evaluation  of  na- 
tural resources.  Our  knowledge  and  understanding  of  existing 
global  resources  are  at  best  vei7  hazy.  That  pertains  in  parti- 
cular to  the  situation  in  developing  countries.  Yet,  in  the  coining 
decades  the  political  economy  of  international  relations  will  cen- 
tre on  the  role  and  relative  importance  of  materials  resources. 
Considerations  of  resource  policy  and  resource  management  will 
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largely  determine  the  behaviour  of  nation  states  on  the  domestic 
level  and  in  external  affairs.  The  big  and  powerful  nations  and 
the  small  and  weak  alike,  the  industrially  advanced  and  the 
developing  countries,  the  resource  rich  and  the  resource  poor, 
we  see  all  of  them  engaged  in  ceaseless  exhortations  for  a 
"rational  approach"  to  resource  policies.  Without  fail,  each  of 
them  is  prone  to  give  a  different  interpretation  of  what  such  a 
rationality  entails.  It  would  seem  to  me  that  the  undertaking  of 
a  comprehensive  inventory  of  resources  and  a  detached  im- 
partial evaluation  of  their  future  potential  constitute  a  field 
where  international  cooperation  is  urgendy  required.  The  re- 
sults of  such  cooperative  endeavours,  reinforced  and 
supplemented  by  regional  arrangements,  will  generate  a  shared 
knowledge  and  enhance  a  better  understanding  of  the  world's 
resource  potential.  Both  the  developing  and  the  developed 
nations  stand  to  gain.  This  in  turn  may  contribute  to  some 
workable  consensus  as  to  the  desired  rationality  in  resource  po- 
licy. Appropriate  modalities  for  collaborative  arrangements  in 
resource  inventory  could  mitigate  the  acrimonious  postures  of 
confrontation  between  resource-owning  and  resource-searching 
countries.  Hopefully  in  the  little  time  left  to  mankind,  incli- 
nations towards  confrontation  (ever  latent  where  resources  are 
concerned)  may  give  way  to  accommodation  on  mutually  accep- 
table terms  of  equity. 


ACCESS  TO  TECHNOLOGY 

It  must  be  emphasized  that  technology,  whether  of  advanced, 
the  intermediate  or  the  appropriate  kind  or  not,  is  only  one  link 
in  a  whole  chain  or  cycle  that  comprises  education  —  science  — 
scientific  research  -  technology  in  a  process  that  functions 
within  a  specific  social  framework.  The  social  appropriateness  of 
such  a  cycle  can  only  be  determined  in  relation  to  the  problem 
areas  which  a  particular  society  faces  and  which  it  has  to  solve 
now.  Those  problem  areas  are  conditioned  by  time  and  place. 

In  view  of  society's  need  for  economic  development  and  so- 
cial progress  it  is  a  fallacy  to  assume  that  we  can  do  without 
some  of  the  latest  advances  in  technology.  Developing  nations 
need  to  further  deepen  their  capability,  knowledge  and  under- 
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Standing  of  advanced  research  and  science  and  need  to  adopt 
advanced  technology  at  least  in  selected  key  areas  which  are 
leverage  sectors  to  increase  the  productivity  of  the  national 
sptem  as  a  whole.  In  terms  of  the  material  resources,  for  exam- 
ple, there  is  the  need  to  develop  an  advance  in  geology,  geo- 
physics, geochemistry,  and  even  theoredcal  physics,  analytical 
chemistry,  biology  and  biochemistry  —  not  to  speak  of  metal- 
lurgy and  mineral  technology.  We  even  need  to  develop  our 
capability  in  the  application  of  space  technology  to  assess  vege- 
tation, water  and  marine  resources. 

In  a  great  number  of  cases,  of  course,  scientific  research  and 
technology  originating  in  advanced  countries  need  to  be  adapted 
to  prevailing  condidons  and  requirements.  This  is  why  I  per- 
sonally prefer  to  define  appropriate  technology  as  a  component 
of  adaptive  technology.  What  is  appropriate  must  be  adapted  to  the 
particular  conditions  of  a  country  or  group  of  countries,  not 
only  to  supply  conditions  but  also  to  demand  conditions  and 
even  more  important,  to  societal  needs. 

In  developing  countries  we  must  not  be  satisfied  with  meet- 
ing only  existing  effective  demand.  We  must  strive  to  satisfy 
urgent  needs.  The  impact  of  technology  must  be  shifted  in  that 
direction  and  public  policies  should  be  geared  to  convert  needs 
into  effective  demand  and  to  shape  technology  choices  to  meet  that 
demand. 

I  believe  that  in  practice,  operadonal  policies  cannot  avoid  a 
combination  of  capital-intensive  and  labour-intensive  techno- 
logies. In  many  sectors  there  is  litde  pracdcal  choice  available. 
In  other  words  the  so-called  "technological  spectrum"  between 
traditional  and  modern  techniques  is  often  a  vacuum. 

Here  is  where  the  state  through  an  active  policy  management 
can  play  a  role  by  diverting  incremental  resources  to  activities 
which  reinforce  the  indigenous  foundations  of  science,  scientific 
research  and  technology  that  shape  each  of  these  in  such  a  way 
that  they  are  better  geared  to  the  needs  of  the  country  or  the 
society  involved. 

Former  Secretary  of  State,  Heni7  Kissinger,  in  one  of  his 
speeches,  referred  to  transnational  corporations  as  "engines  of 
growth"  that  would  benefit  the  progress  of  developing  societies 
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through  the  deployment  of  their  store  of  wealth  in  terms  of 
technology.  Admittedly,  the  transnational  corporations  do  excel 
in  two  fields:  1)  they  have  accumulated  vast  technological  and 
marketing  knowledge  to  which  they  are  constantly  adding  by 
their  R  +  D  efforts,  and  2)  they  have  developed  a  highly  effec- 
tive process  of  transnational  decision  making.  In  fact  the 
dynamic  of  their  research,  leading  to  new  technology  and 
process  knowledge  is  almost  the  defining  characteristic  of  the 
modern  transnational  corporation. 

This  large  and  rapidly  expanding  stock  of  technical  and  pro- 
duction knowledge  can  be  of  enormous  potential  benefit  to  men 
and  societies.  In  many  instances  the  transnationals'  impact  does 
further  human  welfare.  But  it  must  be  stressed  that  there  is 
nothing  in  the  interest  logic  of  their  behaviour  that  assures  that 
a  transnational's  actions  will  be  appropriate  to  given  situations 
in  any  country.  I  emphasize  here  that  I  am  talking  about  the 
logic  of  the  inherent  nature  of  transnationals,  not  the  motives, 
whether  for  good  or  evil,  of  their  executives. 

Unles  channelled  towards  or  reconciled  with  public  policy 
objectives  of  nation  states,  the  use  of  their  capacity  may  well  in- 
creasingly clash  with  the  larger  social  dimensions  of  the  emerg- 
ing development  throughout  the  poor  world.  The  development 
fostered  by  transnationals  in  our  part  of  the  world  while  making 
many  important  contributions,  has  not  always  been  fully  res- 
ponsive to  social  needs,  particularly  those  of  the  lower  income 
groups  of  society. 

The  motive  power  of  transnational  corporations  is  their 
necessity  to  expand  and  grow  continually.  Therefore  they  must 
have  an  increasing  number  of  responsive  buyers.  Again  here  is 
the  demand  orientation  I  have  already  mentioned.  Since  their 
capacity  to  sell,  largely  determines  their  capacity  to  increase  their 
profits  and  finance  further  expansion  they  must  inevitably  pro- 
duce for  those  who  can  afford  their  products  here  and  now 
rather  than  those  in  need:  demand  orientation  against  need 
orientation. 

Thus  the  transnational  corporations  have  become  essentially 
linked  to  the  affluent  areas  of  the  world,  and  in  developing  coun- 
tries the  upper  strata  of  society.  Therefore,  while  transnationals 
may  be  powerful  engines  of  growth,  the  question  still  remains: 
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For  whom?  Their  activities  are  not  per  se  geared  to  the  goals  of 
development  and  in  the  absence  of  proper  public  policy, 
transnational  corporations  could  tend  to  accentuate  rather  than 
reduce  income  inequalities  in  developing  societies. 

The  main  problem  is  one  of  reconciling  the  interest  of  trans- 
nationals  in  terms  of  return  on  investment  and  security  of  in- 
vestment with,  on  the  other  hand,  reasonable  returns  in  terms  of 
economic  independence  and  achievement  of  development  objec- 
tives of  the  host  countries. 

Understanding  the  role  of  transnational  is  central  to  a 
proper  assessment  of  the  issues  in  the  "transfer"  of  technology. 
As  already  noted  transnational  are  the  major  source  of  new 
technical  and  production  knowledge.  The  research  results  of 
transnational  corporations  are  often  supplied  by  these  private 
enterprises,  but  this  knowledge  and  therefore  any  scientific  build-up 
based  on  it  is  generally  carefully  guarded  and  subject  to  their  own  impos- 
ed restrictions. 

When  we  speak,  often  too  glibly,  about  "transfer"  of 
technology,  or  "borrowing"  technology,  or  "buying"  techno- 
logy it  is  well  to  remember  that  technology  is  closely  related  to 
science  and  engineering,  both  of  which  are  dynamic  fields  con- 
dnually  responding  to  challenges  and  building  on  themselves. 
Particular  artifacts  or  results  of  a  dynamic  process  such  as  science 
may  be  transferred,  but  not  the  process  itself 

Therefore  when  one  talks  about  buying  technology,  or  a 
transfer  of  technology,  or  borrowing  technology,  this  often  only 
means  importing  plants,  designs,  equipment,  or  tools  and 
techniques  to  implement  purchased  plans.  Process  knowledge 
and  designs  are  typically  proprietary  property  of  trknsnationals. 
One  pays  very  highly  through  licence  fees  or  royalties  for  the 
right  to  use  this  knowledge,  and  even  then  this  use  is  frequently 
circumscribed  by  restricdve  covenants  in  the  licence  agreement. 
Thus  one  does  not  buy  or  borrow  or  transfer  the  whole  of  the 
technology,  let  alone  the  science  as  such.  These  have  to  be 
developed  to  be  fully  owned,  to  be  fully  at  one's  own  disposal. 

Therefore,  I  can  accept  the  appropriateness  of  transferred 
technology  only  to  the  extent  that  we  can  regard  this,  say,  as 
comparable  to  the  role  of  "bridge  financing"  in  the  world  of 


16 


WHAT  DO  THE  "TAKE-OFF"  COUNTRIES  EXPECT? 

Finance.  In  financing  a  project  or  an  industrial  plant,  banks 
provide  bridging  finance  in  order  to  utilize  the  bridging  time 
thus  provided  to  organize  and  consolidate  the  project's  financial 
liquidity  by  arranging  for  the  long-term  finance  which  is  the 
fundamental  requirement  of  the  financial  structure  of  a  project 
or  programme,  etc.  Of  course,  all  comparisons  have  a  certain 
deficiency,  but  this  is  what  I  think  of  when  people  talk  about 
transferring  or  buying  technology.  One  buys  only  a  partial  right 
to  use  technology  and  that  can  be  characterized  as  transferring 
technology,  —  provided  it  is  understood  as  a  bridging  phase  in  the 
course  of  a  programme  to  develop  one's  own  capabilities  in  a 
longer  time  dimension,  say,  a  five  to  ten  year  phase  in  a  ten  to 
twenty-five  year  process  of  developing  one's  own  capabilities. 
Unless  that  consolidation  does  take  place  in  the  form  of 
developing  the  indigenous  basic  and  applied  sciences  and  the  in- 
digenous technology  over  that  period  of  ten  or  twenty-five  years, 
then  there  is  no  chance  really  of  fully  developing  one's  own 
potentialities. 

All  of  the  above  considerations  lead  inevitably  to  the  con- 
clusion that  the  research  and  scientific  capacity  of  developing  societies 
must  be  greatly  increased  through  the  establishment  and  expan- 
sion of  high  quality  research  institutes  based  on  the  build-up 
and  development  of  fully-qualified  research  manpower. 
Although  the  process  of  developing  indigenous  capacity  for 
scientific  research  is  a  long-term  process,  it  must  be  started  im- 
mediately and  must  be  given  high  priority  in  current  develop- 
ment plans  as  it  is  of  real  and  fundamental  importance.  Failing 
this,  countries  depending  on  imported,  bought,  or  transferred 
technology  will  always  be  running  several  decades  behind  the 
technologically  active  countries. 

ACCESS  TO  SOURCES  OF  CAPITAL 

Exhortations  have  frequently  been  directed  at  the  oil  produc- 
ing countries  to  put  a  great  deal  more  of  their  foreign  exchange 
earnings  at  the  disposal  of  the  developing  countries  on  con- 
cessional terms.  The  oil  countries  have  understandably  remain- 
ed wary  as  long  as  the  advanced  countries  fall  short  of  the  targets 
of  official  development  aid  (ODA).  The  more  so  as  according  to 
O.E.C.D.  sources,  OPEC-countries'  aid  on  concessional  terms  (± 
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1.30  per  cent  of  GNP)  far  exceeds  that  extended  by  O.E.C.D. 
countries  (0.32  per  cent  of  GNP). 

Both  groups  of  countries  must  meet  each  other  half  way  to 
overcome  the  dilemma:  the  advanced  countries  with  special 
reference  to  the  U.S.A.,  West  Germany  and  Japan  to  show  in  a 
tangible  way  their  unqualified  commitments  to  ODA's  targets  of 
the  development  decade  and  the  oil  rich  countries  to  increase 
the  funds  for  recycling  purposes.  Only  under  such  conditions 
can  the  international  financial  institutions,  the  IMF  and  IBRD, 
supplemented  by  the  operations  of  the  commercial  banking  sys- 
tem be  expected  to  provide  the  frame  for  more  satisfactory 
arrangements  of  balance-of-payments  and  development 
assistance.  Then,  too,  would  a  recycling  mechanism  enable  the 
developing  world,  and  in  particular  the  "take-off"  countries 
without  resources  to  continue  the  process  of  development 
through  economic  growth  and  social  change.  It  would 
simultaneously  assist  the  industrialized  countries  in  coping  with 
their  balance  of  payments  riddles,  as  there  would  be  an  in- 
creased demand  from  the  developing  countries  for  manu- 
factures that  would  reduce  the  advanced  countries'  deficits.  In 
other  words,  we  would  be  moving  towards  a  "balanced  world 
economy."  In  this  connection  the  special  aid  fund  of  1  billion 
dollars  agreed  upon  at  C.I. E.G.  in  Paris  and  more  so,  the  recent 
special  I.M.F.  facihty  of  10  billion  dollars,  committed  by  an 
equal  number  of  industrial  countries  and  oil-exporting  coun- 
tries, must  certainly  be  regarded  as  highly  important. 


INSTITUTIONAL  CHANGES 

A  reorganization,  or  "restructuring"  if  one  wishes,  of  in- 
stitutional arrangement  in  the  international  framework  has 
become  essential.  It  involves  nothing  less  than  the  re- 
distribution of  the  decision-making  and  voting  powers  in  the 
policy  management  of  those  international  organisations  and 
agencies  which  deal  most  with  the  volatile  issues  indicated 
before. 

Structural  reorganisation  of  policy  management  would  have 
to  entail  the  active  participation,  with  equal  powers  in  decision- 
making, of  essentially  three  elements  each  of  which  would 
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respectively  represent:  (1)  the  group  of  industrially  advanced 
countries  possessing  capital  and  technology  but  dependent  on 
continued  access  to  basic  materials  located  in  developing  coun- 
tries (2)  a  group  of  developing  countries  with  resources  but  no 
capital  and  lacking  technological  capability  (3)  the  group  of 
poor  countries  with  neither  resources  nor  capital  and  techno- 
logy. The  third  category  comprises  the  majority  of  nation-states 
and  also  the  majority  of  humankind.  Therefore  although  de- 
void of  resources,  capital  and  technology,  as  long  as  this  group 
of  nations  are  not  active  participants  in  the  decision-making 
process,  on  an  equal  footing  with  the  other  two  elements,  there 
is  bound  to  be  restiveness  in  the  larger  part  of  the  global 
system,  perhaps  at  varying  times  but  nonetheless  persistently. 

From  this  viewpoint,  the  composition  of  the  C.I. E.G.  in  Pa- 
ris was  actually  a  step  in  the  right  direction.  No  one  is  under 
any  illusion  of  substantive  results  in  the  short  term.  Countries  of 
the  Third  World  will  press  their  demands  all  the  more  when- 
ever the  occasion  arises:  in  conferences  of  the  United  Nations, 
its  Specialized  Agencies  and  Regional  Organizations,  at  inter- 
governmental meetings  and  in  their  forums.  Whatever  the 
specific  topic  for  discussion  —  integrated  programmes  for  com- 
modides,  buflferstock  financing,  transfer  of  resources,  quota  and 
pricing  arrangements,  food  and  employment,  transfer  of 
technology,  internadonal  trade  and  payments  —  at  the  core  of  it 
all  is  the  question  whether  collaborative  modalides  can  be  at- 
tained which  involve  a  redistribution  of  decision-making  po- 
wers in  the  sense  such  as  indicated  before. 
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THE  FUKUDA  DOCTRINE: 
A  BUSINESSMAN'S  VIEW 


J.  PANGLAYKIM 


I.  INTRODUCTION 

For  a  better  understanding  of  Fukuda  Doctrine,  made  public 
on  August  18,  we  have  to  view  it  from  three  basic  principles: 

1 .  Japan  focuses  her  policy  to  world  peace  and  stability.  A  stable 
and  peaceful  world  has  given  her  the  opportunity  to  organize 
the  high  economic  growth. 

2.  The  maintenance  and  improvement  of  her  economic  growth 
can  only  be  ensured  through  free  trade  system  and  the  rejec- 
tion of  protectionism. 

3.  Domestically  Japan  has  to  maintain  political  as  well  as  socio- 
economic efficiency. 

In  relation  to  these  three  principles,  "not  only  had  Japanese 
government  shaped  their  overall  fiscal  and  monetary  policy  with 
economic  growth  as  a  basic  objective  but  also  a  wide  range  of 
governmental  measures,  including  direct  controls  and  subsidies  as 
well  as  other  means  of  direction  and  persuasion  had  been  con- 
sciously and  skillfully  used  to  allocate  the  national  resources  to 
those  in  terms  of  growth."  Following  the  opinion  "Japan  has  been 
looked  on  as  an  instance  in  which  central  planning  and  control  in  a 
considerable  degree  of  detail  have  been  tried  and  have  worked,  in 
some  respects  work  spectacularly  well."* 

The  ultimate  responsibility  for  industrial  planning,  for 
deciding  in  which  new  directions  Japan  burgeoning  industrial  ef- 
fort should  go,  and  for  fostering  and  protecting  business  as  it 


1  Philip  H.  Trczisc  and  Yukio  Suzuki,  "Politics,  Government,  and  Economic  Growth  in 
Japan",  in  Hugh  Patrick  &  Hcni^  Rosovsky  (eds),  Asia's  New  Giant:  How  the  Japanese  Eco- 
nomy Works  {Brookings  Institutions,.  1976),  p.  755 
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moves  in  those  directions,  lies  with  the  government.^  This  means 
that  "Japan's  poHtical  and  administrative  rapid  growth  of  output, 
and  that  the  series  of  governments  in  Tokyo  have  had  special 
capacities  for  economic  management."* 

Even  though  there  is  a  great  deal  of  intervention  from  the 
Japanese  government  in  the  field  of  economy,  especially  at  the 
beginning  of  the  rapid  economic  growth,  the  economy  of  Japan  is 
still  basically  dominated  by  private  ownership  and  nadonal  private 
enterprises.  This  means  that  intensive  intervenUon  from  the 
government  is  only  possible  in  a  business  society  that  works  in 
close  and  indmate  cooperation  with  political  pardes  (LDP),  the 
government,  bureaucracies  and  private  business  sectors.  This  does 
not  always  mean  that  there  will  be  harmony  during  the  process  of 
nadonal  growth  because  conflict  of  interests  are  bound  to  arise. 

This  mechanism  of  dght  cooperation  started  in  the  17  th  cen- 
tury and  it  stressed  on  the  importance  of  organizing  and  moder- 
nizing the  big  enterprises  in  Japan.  The  stages  of  Japan's  business 
development  were  as  follows:* 

1.  Tokugawa  Society's  precondition  for  modern  growth 

2.  Early  Meiji  Development  Model 

3.  Dilemmas  of  transidon  towards  a  modern  society 

4.  Japan's  total  acceptance  of  modernization 

This  implied  that  modernization  is  considered  as  one  of  the  im- 
portant factors  for  achieving  rapid  economic  growth  in  Japan. 

II.  FUKUDA  DOCTRINE 

Fukuda's  policy  is  not  a  entirely  new  concept,  for  former 
Japanese  leaders  had  voiced  the  same  opinions  on  several  oc- 
casions. Fukuda  had  formulated  it  at  the  appropriate  time  during 
his  last  leg  of  his  visits  to  the  ASEAN  countries,  i.e.  in  the  Philip- 
pines. 

Fukuda's  Doctrine  can  be  summed  up  as  follows: 


2  Ibid.,  p.  755 

3  Ibid.,  p.  755 

4  J.  Hirschmcicr,  Tsunehiko  Yui,  The  Development  of  Japanese  Business  1600- 197J,  London; 
George  Allen  Sc  Unwin  Ltd.,  1975 
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1.  Japan  is  committed  to  carry  out  the  policies  aimed  at  creating 
peace  and  prosperity,  and  she  rejects  the  role  of  a  military 
power.  Based  on  these  policies  Japan  wishes  to  contribute 
creating  world  peace  and  prosperity,  particularly  in  ASEAN. 
This  policy  does  not  difFer  from  that  of  the  first  principle  and  is 
of  the  same  spirit. 

2.  Japan  would  make  great  efforts  to  expand  and  consolidate  re- 
lations with  ASEAN  countries.  This  relationship  will  be  that  of 
true  worthy  friends  and  not  only  'friends'  in  terms  of 
economics  and  politics  but  also  socially  and  culturally  as 
well.  The  second  factor  of  Fukuda  Doctrine  seems  to  be  bas- 
ed on  the  awareness  of  the  economic  and  political  problems 
faced  by  the  countries  in  ASEAN,  which  could  develop 
impediment  in  creating  relationships  beyond  business 
relations.  Even  though  there  has  been  some  progress  in  the 
early  stages  like  the  establishment  of  Japan  Foundation,  the 
sending  of  youth  to  the  ASEAN  countries  (Japanese  friend- 
ship visits),  the  organizing  of  concerts  and  the  sending  of 
Japanese  musicians  to  several  countries  in  Asia,  the  es- 
tablishment of  the  Yamaha  Music  School  and  several  other 
factors  which  is  evidence  of  approaches  besides  those  of 
political  and  economic  in  nature. 

3.  Japan  considers  herself  an  equal  partner  of  ASEAN  and  its 
members  and  will  help  them  strengthen  their  national  re- 
sihence.  But  to  achieve  ASEAN  peace  and  prosperity,  Japan 
cannot  ignore  the  Indochinese  countries  and  in  that  aspect 
she  together  with  the  non-ASEAN  countries  have  come  to 
terms  with  the  countries  of  Indochina. 

In  the  framework  of  enlarging  her  sphere  of  economic  in- 
fluence, Japan's  alternative  is  limited.  She  must  keep  good  and 
friendly  relations  with  the  international  world,  for  most  of  the 
countries  are  potential  markets  for  her  products  as  well  as  the 
source  of  her  raw  materials.  This  applies  also  to  the  Indochinese 
countries  who  after  the  war  is  rehabilitating  her  economy. 

The  equal  partnership  aspect  which  was  meant  to  be  a  political 
concept  could  pose  difficulties  if  it  has  to  be  translated  and  worked 
out  into  a  business  working  program.  In  reality  it  is  easier  said 
than  done,  since  these  two  sectors  obey  to  different  rules  of  the 
game. 


22 


THE  FUKUDA  DOCTRINE 


In  the  context  of  equal  partnership  of  the  Fukuda  Doctrine, 
Japan  wishes  Southeast  Asia  to  develop  into  a  stable  grouping  for 
this  would  guarantee  condnuity  of  business  and  economic  re- 
ladons  with  Japan  as  a  market,  as  a  source  of  raw  materials  and  as 
an  area  of  investment  opportunities.  ASEAN  countries  can  be  con- 
sidered as  having  "free  trade"  system.  The  ASEAN  countries  does 
not  impose  relative  quota  system  and  therefore  for  this  and  other 
reason  exports  and  investment  from  Japan  to  the  ASEAN,  have  in- 
creased. Conversely  export  from  ASEAN  to  Japan  has  increased 
rapidly.  Industrial  countries  seem  to  have  set  their  decision  on 
OMAS  (Orderly  Markedng  Agreements),^  which  may  be  identical 
to  "protecdonism." 

From  this,  a  conclusion  may  be  drawn  that  Fukuda's  Doctrine, 
recendy  announced,  is  firstly  a  political  act  of  the  Japanese  govern- 
ment and  secondly,  is  to  create  a  stable  and  peaceful  world  based 
on  a  free  trade  system.  Both  of  these  principles  not  only  assisted 
die  rapidity  of  Japan's  economic  growth,  but  also  determine  her 
continuous  development. 

III.  INTERNAL    POLITICAL    STABILITY    AND  SOCIAL 
ECONOMIC  EFFICIENCY 

This  is  a  policy  related  to  Japan's  domestic  affairs.  The 
problem  of  socio-economic  efficiency  will  not  be  discussed  here 
but  we  will  briefly  discuss  Japan's  political  stability. 

Firstly,  the  LDP  is  a  fusion  of  the  Liberal  and  the  Democradc 
Party  as  from  the  fifdes.  The  LDP  has  dominated  Japanese  polidcs 
ever  since  the  World  War  11.^  Their  domination  in  the  Diet  and  in 
the  economy  has  led  Japan  to  become  an  economic  power.  After 
the  government  of  Prime  Minister  Sato,  the  LDP  underwent 
periods  of  relative  instability  for  there  were  personal  clashes 
among  the  leaders  of  the  LDP  which  were  revealed  to  the  public 
and  which  consequently  led  them  to  their  eclipse.  Former 
Prime  Minister  Tanaka  was  involved  in  several  scandals,  one  of 
them  was  Lockheed.  He  was  forced  to  step  down  from  his  post. 
Even  Prime  Minister  Miki  who  was  seen  as  a  transitional  can- 


5  Cf.  PEER,  November  1  1,  1977  on  "Protectionism," 

6  Op.  cit.,  p.  759-760 
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didate,  seemed  to  exacerbate  the  personal  clashes.  During  his  rule, 
a  general  election  was  held  on  the  5  December  1976  and  Takeo 
Miki  who  estimated  winning  the  election  with  271  seats  for  the 
LDP,  only  obtained  260  seats.  He  was  thus  forced  to  step  down; 
the  260  seats  of  the  LDP  were  not  sufficient  to  dominate  the 
committees  in  the  Diet. 

This  was  the  opportunity  for  Fukuda,  who  managed  to  get  the 
support  of  the  Ohira  faction  and  who  eventually  was  elected  as 
Prime  Minister.  It  is  understood  that  Ohira  will  succeed  Fukuda 
after  two  years  of  his  premiership.  Fukuda  was  successful  in  lead- 
ing the  upper  house  election  -  the  result  was  a  draw  or 
"itamiwake",  an  expression  used  in  the  art  of  sumo.  It  was  ex- 
pected that  the  LDP  would  lose  in  the  upper  house  elections. 
Nonetheless,  the  LDP  did  well  and  ever  since  Fukuda  became 
Prime  Minister,  it  is  evident  that  he  is  trying  to  create  a  new  era 
of  his  own. 

Fukuda  had  officially  abolished  the  faction  system  of  the  LDP 
to  reduce  money-power  politics  within  them.  He  formed  study 
groups  comprising  cross  memberships  of  the  previous  factions,  but 
there  was  still  evidence  that  the  structure  of  leadership  of  the  LDP 
remained  unaltered.  Despite  the  official  abolishment  of  factions 
within  the  LDP,  figures  like  Takeo  Miki,  Kiichi  Miyazawa,  Masa- 
yoshi  Ohira,  Toshio  Komoto  and  Shintaro  Abe  still  played  impor- 
tant roles  as  leaders  in  the  LDP. 

Apart  from  making  changes  within  the  parties,  Prime  Minister 
Fukuda  also  wanted  reforms  in  the  administration;  and  through 
this,  certain  sectors  in  the  bureaucracy  would  be  affected. 
The  administrative  reform  however  did  not  get  full  support 
from  Ohira  who  was  cautious  about  not  being  committed.  If 
Fukuda  manages  to  get  the  administrative  reform,  then  he  will 
establish  his  leadership.  All  his  other  efforts  and  further  ac- 
tions were  a  clear  sign  of  Fukuda  wanting  to  establish  his  leader- 
ship firmer  with  the  intention  to  remain  in  power  for  the  next  five 
years.  With  the  announcement  of  Fukuda  Doctrine  which  is  part  of 
his  foreign  policy,  he  wanted  to  give  his  personal  commitment  to 
ASEAN.  Two-thirds  of  his  support  from  the  LDP  depended  on  the 
support  of  the  Ohira  faction.  Apparently  Ohira  who  still  has  good 
relations  with  Tanaka,  is  seeking  alignment  and  acting  as  an 
obstacle  for  Fukuda's  bid  for  the  second  term.  We  question  if  this 
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would  lead  to  personal  clashes,  more  difficulties  for  the  LDP  and 
eventually  a  temporary  instability.  All  these  contribute  to  the  spe- 
culation that  the  LDP  would  rule  together  with  the  other  parties 
and  thus  forming  a  coalition  government  in  the  future. 

PM  Fukuda  for  a  Second  Term? 

The  next  question  diat  arises  is  what  effect  would  Fukuda  Doc- 
trine have  if  he  bids  for  a  second  term?  If  the  anti-Fukuda  parties 
see  Fukuda  Doctrine  as  one  of  his  efforts  to  establish  leadership  for 
the  second  term,  there  is  a  possibility  that  the  Doctrine  will  not  be 
fully  supported  —  not  because  of  its  context  but  because  of  the 
current  internal  political  issues  in  the  country.  And  if  Fukuda  leads 
the- next  election  whereby  one  of  his  proposals  will  be  "aid"  to 
the  ASEAN  countries,  the  non-supporters  will  think  "why 
should  we  give  aid  while  our  own  economy  is  in  bad  shape." 
On  the  other  hand,  once  Fukuda's  Doctrine  is  looked  upon  as 
the  spelling  out  of  the  three  main  principles  of  the  Japanese 
government's  policy,  which  has  much  influence  and  is  used  as  a 
national  objective  of  every  Japanese  government,  it  would  then 
acquire  support  from  the  government.  Any  LDP  leader  once  in 
power,  be  it  the  hands  of  Ohira,  Miyazawa,  Komoto  and  the 
others  will  support  ASEAN.  Any  probable  differences  would  be 
the  priority  and  personal  commitment  given  to  ASEAN,  for  cer- 
tain groups  in  Japan  see  Japan's  interests  in  a  more  global  con- 
text. 

For  the  ASEAN  countries  the  crucial  question  is  whether  or  not 
Prime  Minister  Fukuda  will  succeed  in  establishing  his  leadership 
for  the  second  term?  During  his  brief  visit  to  ASEAN,  Fukuda  dis- 
played his  capacity  as  a  diplomat.  As  an  economist  he  has  con- 
tributed to  the  fast  economic  growth  of  Japan.  Pragmatically,  there 
should  be  a  fair  chance  that  the  Japanese  people  in  general  and  the 
LDP  in  particular  will  elect  him  as  Prime  Minister  because  of  his 
capabilities  and  achievements  in  the  economic  field;  but  if  they 
were  to  base  their  judgment  on  political  consideration,  personal 
ambition  and  considerations  on  interest  groups,  there  is  a  possi- 
bility that  they  would  make  another  choice.  The  re-election  of 
Fukuda  as  Prime  Minister  for  the  next  five  years  is  of  great  impor- 
tance to  ASEAN  from  the  point  of  view  of  its  interest.  ASEAN 
leaders  consider  Fukuda's  acknowledgement  of  ASEAN  as  en- 
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couragement  that  further  soHd  and  far-reaching  commitments 
would  be  approved,  making  it  possible  to  be  implemented,  no 
matter  how  complex  or  difficult  they  may  be. 

We  are  of  the  opinion  that  whether  it  is  the  LDP  or  a  form  of 
coalition  government  that  rules,  political  stability  in  Japan  will  not 
be  effected.  The  most  that  could  happen  would  be  more  open 
clashes  among  personalities  once  Fukuda  decides  to  run  for  the  se- 
cond term.  The  personal  clashes  which  give  rise  to  temporary  in- 
stability probably  divert  the  priority  given  to  Fukuda's  concept  and 
attention  would  be  given  to  more  urgent  matters  caused  by  intend- 
ed political  rivalries  in  the  country.  The  LDP  would  eventually 
determine  the  leadership  of  a  coalition  government  and  through 
this,  Fukuda  Doctrine  would  be  considered  by  future 
governments.  The  degree  of  commitment  of  Fukuda  as  Prime 
Minister,  is  of  essential  importance.  The  degree  of  intensity  will 
be  different  if  the  Japanese  government  will  be  headed  by 
another  Prime  Minister. 

The  Fukuda  Doctrine,  Cabinet,  Bureaucracy 

The  next  question  raised  is  as  follows :  how  would  the  Fukuda 
Doctrine  affect  the  Japanese  cabinet  and  bureaucracy.^  It  seems 
likely  that  as  long  as  Prime  Minister  Fukuda  remains  the  leader  of 
the  Japanese  government  until  the  next  general  election,  he  will  be 
able  to  convince  the  cabinet  and  bureaucracy  to  create  a  working 
program  and  fully  support  his  concept.  Since  the  Fukuda  Doc- 
trine is  in  line  with  Japan's  national  objectives,  opposidon  from 
the  cabinet  and  bureaucracy  seems  to  be  very  unlikely.  There  may 
be  scepticism  on  the  part  of  officials  of  the  Japanese  bureaucracy 
toward  "ASEAN  as  an  entity",  since  aid  will  be  given  to  ASEAN 
only  if  there  is  a  consensus  among  all  member  countries.  It  is  most 
likely  that  some  of  them  may  lack  the  full  understanding.  They  may 
have  their  own  personal  views  on  ASEAN.  These  possibilities  of 
different  views  among  the  Japanese  bureaucrats  can  not  be  ruled 
out. 

Aids  to  the  ASEAN  countries  either  in  the  form  of  regional 
or  bilateral  cooperation  could  be  expected.  Bilateral  aid,  how- 
ever, could  be  arranged  in  such  a  way  by  the  bureaucrats  so  that 
there  will  be  a  form  of  "coordinated  aid  to  ASEAN."  Seen  from 
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the  viewpoint  of  Japan's  policy-maker  of  foreign  aid,  effectivity 
and  efficiency  can  be  the  basis  of  policy  making  in  order  to 
avoid  the  overlapping  of  aid  among  ASEAN  countries.  This  is 
due  to  the  fact  that  those  aids  are  usually  meant  for  the  infra- 
structure, except  for  the  ASEAN  projects.  Overlapping  of  aids  to 
industrial  projects  seem  to  be  most  unlikely. 

Fukuda  Doctrine  and  the  Business  Sector 

The  next  issue  will  be:  how  would  the  implementation  of  the 
Fukuda  Doctrine  affect  the  private  business  sector.^  This  question 
has  to  be  looked  upon  from  a  point  of  view  that  Japan  will  re- 
gard ASEAN  as  an  equal  partner.  This  may  lead  Japan  to  va- 
rious difficulties,  if  the  statement  has  to  be  translated  in  the  private 
sector.  As  said  earHer,  in  order  to  implement  Japan's  nadonal 
goals  and  objectives,  her  government  must  hold  a  close  relation- 
ship with  the  private  business  sector.  In  consequence,  a  question 
could  be  asked  whether  the  Japanese  government  under  the 
leadership  of  Fukuda  can  convince  the  private  business  sector  to 
change  their  stance  vis-a-vis  the  'equal  partnership'  so  that  they 
will  support  it.  Perhaps  agreement  can  be  reached  on  the  highest 
level  of  the  leadership;  but  things  will  be  different  once  it  comes  to 
the  implementation  of  it.  In  reality  one  cannot  expect  equal 
partnership  if  one  side  is  stronger  than  the  other.  International 
rules  of  the  business  game  will  give  the  management  to  those  who 
has  the  majority  of  shares.  The  decisive  factor  is  one  who  con- 
tributes the  most  to  the  capital  structure. 

In  reality  we  have  to  face  the  following: 

1 .  Japan's  big  enterprises  are  in  general  big  corporations  and  are 
known  as  multinational  corporations.  Five  elements  of  power 
can  be  attributed  to  these  Japanese  based  multinational  cor- 
porations. They  are:  (a)  the  government,  who  backed  up 
the  MNC;  (b)  capital;  (c)  technology;  (d)  management;  and 
(e)  internadonal  and  regional  network.  Compared  with  the 
MNC  of  western  countries,  the  Japanese  MNC  have  more  ad- 
vantages due  to  the  backing  up  of  the  government,  and 
an  international  network  that  has  no  equal  in  the  inter- 
national business  world.  In  other  words,  the  western  MNC  do 
have  the  advantage  to  combine  these  three  elements  of  power 
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(capital,  technology  and  management),  but  the  Japanese  MNC 
have  the  advantage  to  combine  five  elements  of  power  as  stated 
above. 

2.  The  five  elements  of  power  will  affect  any  joint  venture.  Equal 
partnership  with  these  enterprises  will  be  less  feasible  because 
the  party  who  has  the  five  elements  of  power  will  be  in  po- 
sition to  contribute  a  bigger  share  in  the  capital  structure.  This 
is  seen  from  the  business  point  of  view,  because  the  Japanese 
companies,  particularly  the  managers,  will  look  upon  every 
aspects  of  joint  ventures  from  the  business  viewpoint  and  it  is 
not  likely  that  they  envisage  'partnership'  in  its  political  sense. 
Except  for  some  projects,  such  as  the  'Asahan'  and  'Mit- 
sugoro'  projects,  these  five  elements  of  power  have  to  be  faced 
by  the  ASEAN  business  community.  This  has  called  forth  va- 
rious reactions,  varying  from  pragmatism  to  narrow  natio- 
nalism. It  would  be  unfair  to  criticize  Japan  for  possessing  the 
five  elements  of  power,  for  these  have  lead  her  to  the 
achievement  of  her  present  economic  growth  and  her  posi- 
tion as  one  of  the  three  economic  super-powers  in  the 
world. 


ASEAN  and  Japan's  MNC 

Based  on  the  above  mentioned  facts  we  can  query  what  kind  of 
problems  are  faced  by  the  ASEAN,  Indonesia  in  pardcular,  in  die 
partnership  with  Japan  with  or  without  the  Fukuda  Doctrine.  A 
busines  deal  of  which  equal  treatment  can  be  expected  should  in 
principle  give  an  even  input  as  partner.  But  taking  the  facts  into  ac- 
count it  is  not  yet  feasible  that  business  joint  ventures  will  be  in 
equal  terms.  Accordingly,  this  means  that  the  ASEAN  countries 
in  general  and  Indonesia  in  pardcular  should  also  create  their 
'five  elements  of  power'  as  a  counterpart  of  the  big  Japanese 
corporanons,  if  an  equal  partnership  is  to  be  achieved. 

The  Dismanding  of  the  Five  Elements  of  Power 

The  objective  is  to  create  the  capabilities  to  dismantle 
the  five  elements  of  power  as  it  was  done  by  the  Japanese 
MNC  when  they  started  their  economic  development.  In  the  past 
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they  just  bought  technology  since  they  already  possesses  capital 
and  management;  this  was  done  after  studying  the  structure  or 
elements  of  power  of  the  western  MNC.  After  becoming  an  inter- 
national enterprise,  they  managed  to  get  their  capital  from  the  in- 
ternational money  and  capital  market.  This  was  done  through 
their  financial  institutions  which  has  gone  into  joint  ventures  in 
London,  U.S.A.,  Hongkong,  Singapore,  Europe,  etc.  with  other 
internadonal  financial  institutions.  At  present  it  appears  that  large 
amounts  of  capital  are  available  through  international  banks,  due 
to  the  availability  of  petro-dollar.  Countries  such  as  South  Korea 
and  to  a  certain  extent  the  Philippines,  took  advantage  of  this  op- 
portunity. Thus,  in  the  context  of  joint  ventures  with  Japan's  MNC, 
the  least  to  be  done  is  to  undertake  a  kind  of  partial  dismanding  by 
asking  the  Japanese  'partners'  to  assist  us  in  the  access  to  the  inter- 
national money  and  capital  market.  But  this  is  only  feasible  if  the 
government  permits  private  business  enterprises  to  look  for  long 
term  capital  in  the  internadonal  money  and  capital  market. 

By  dismantling  the  five  elements  of  power  pardally,  we  may 
gradually  create  conditions  which  enable  us  to  give  a  balanced  in- 
put so  that  equal  partnership  will  have  a  sound  business  basis.  The 
way  to  achieve  this  is  far  from  easy,  since  Indonesia  herself  has  to 
gradually  create  the  five  elements  of  power;  this  would  also  be  the 
case  of  the  other  ASEAN  countries.  If  ASEAN  countries  do  not 
prepare  themselves  to  create  this  basic  infrastructure,  it  would 
seem  difficult  to  expect  equal  partnership,  which  has  been  stated 
polidcally  in  the  Fukuda  Doctrine,  as  to  become  a  reality  in  bu- 
siness and  other  economic  relationships. 

IV.  TENTATIVE  CONCLUSIONS 

Following  are  tentative  conclusions  that  may  be  considered  or 
used  as  points  of  discussion. 

1.  Fukuda  Doctrine  is  the  implementation  of  the  three  principles 
which  has  been  considered  as  national  objectives  in  bringing 
about  growth  to  the  country.  They  are,  as  mentioned  before: 
an  international  world  of  peace  and  stability  whereby  an  inter- 
national system  of  free  trade  prevails  and  whereby  Japan  is  po- 
litically stable  and,  socio-economically  efficient.  These  con- 
didons  would  have  a  direct  efiiect  on  Fukuda  Doctrine  in  its 
realization.  Also,  through  these  conditions,  political  stability  of 
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Japan  will  be  guaranteed  regardless  of  who  the  leader  would 
be.  We  have  reasons  to  believe  that  clashes  between  per- 
sonalities are  bound  to  occur  once  Prime  Minister  Fukuda  an- 
nounced his  bid  for  a  second  term  as  Prime  Minister.  The  fu- 
ture Japanese  government  will  be  faced  with  clashes  caused  by 
the  Ohira  faction  supported  by  the  Tanaka  "faction."  Because 
of  his  personal  commitment  it  will  be  to  the  advantage  of 
ASEAN  if  Prime  Minister  Fukuda  succeeds  in  his  bid  for  a  se- 
cond term  of  premiership.  A  change  in  the  leadership  of  Japan 
would  not  hinder  the  implementation  of  Fukuda  Doctrine;  it 
would  however,  delay  the  progress  due  to  the  different  degrees 
of  commitments.  Fukuda's  personal  commitment  towards 
ASEAN  would  help  ASEAN  to  overcome  any  objection  within 
the  bureaucracy  in  the  implementation  of  his  Doctrine.  In  the 
forthcoming  general  elections  it  is  probable  that  voters  and 
leaders  will  question  why  Japan  should  give  away  aid  when 
Japan  herself  is,  undergoing  a  period  of  economic  hard- 
ships. 

2.  In  the  implementation  of  Fukuda  Doctrine,  the  aid  given  to  the 
ASEAN  countries  through  industrial  projects  would  or  might 
develop  a  kind  of  coordinating  system.  This  kind  of  coor- 
dinating system  might  affect  each  member  country  when  aid  is 
negotiated  on  a  bilateral  basis.  There  is  a  possibility  that  of- 
ficials in  the  Japanese  bureaucracy  would  propose  more  ef- 
ficient and  effective  use  of  funds  and  at  the  same  time  consult 
the  ASEAN  countries  in  case  of  overlapping  aids.  This  aspect 
should  be  taken  into  consideration  by  the  officials  of  the 
ASEAN  countries.  They  should  form  a  kind  of  coordinating 
system  where  plans  of  projects  or  programs  will  be  discussed. 
This  would  be  a  reflection  of  the  existence  of  coordination  so 
that  a  maximum  utilization  of  funds  could  be  achieved. 

3.  Due  to  the  close  relations  between  the  government  and 
business  circles,  the  MNC  of  Japan  have  created  five 
elements  of  power:  the  government,  capital,  technology, 
management,  international  network  which  is  no  match  for 
the  European  or  U.S.  counterpart.  Although  from  the  outset 
there  seems  to  be  a  close  relationship  between  the  govern- 
ment and  the  business  community,  in  practice,  there  is  still  a 
question  how  to  translate  the  political  statement  of  equal 
partnership  into  an  equal  business  partnership  among  the 
ASEAN  countries. 
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In  reality  equal  partnership  between  ASEAN  and  Japan  might 
not  succeed  if  the  ASEAN  countries  are  incapable  of  dis- 
manding  partially  the  five  elements  of  power  of  the  Japanese 
MNC.  If  in  the  input  of  that  partnership  ASEAN  sdll  remains 
dependent  on  Japan,  equal  partnership  is  not  feasible  because 
business  cooperadon  is  based  on  profit  motives  for  both  par- 
ties. 

In  connecdon  with  this  issue  we  have  several  alternatives  for 
the  future: 

a.  If  the  ASEAN  countries  are  unable  to  provide  comparable 
elements  of  power  as  their  input  nor  dismande  by  phases 
the  five  elements  of  power,  equal  partnership  then 
becomes  mere  polidcal  slogans;  simultaneously  frictions 
at  the  macro  level  might  arise  once  there  is  a  gap  of  im- 
plementadon  between  the  polidcal  and  the  operadonal 
level.  This  may  create  possible  frictions. 

b.  Due  to  the  limited  capability  of  the  ASEAN  countries  es- 
pecially in  the  dismanding  of  the  five  elements  of  power  of 
the  Japanese  MNC  the  questions  that  arise  would  be:  how 
much  needed  infrastructure  will  the  ASEAN  countries  be 
able  to  provide  Japan  with,  and,  how  much  help  can  the 
Japanese  MNC  give  them  in  terms  of  obtaining  capital 
from  the  internadonal  capital  market,  the  transfer  of 
technology  and  others? 

c.  Individual  private  nadonal  study  groups  from  each  of  the 
ASEAN  countries  should  be  formed,  especially  in  Indo- 
nesia with  Japan  as  counterparts;  they  should  work  to- 
gether on  looking  for  ways  and  means  assisting  the  Indo- 
nesian partner  in  organizing  the  partial  dismantling  of  the 
five  elements  of  power.  If  the  MNC  of  Japan  and  that  of 
the  individual  ASEAN  countries  do  not  create  the  re- 
quired business  infrastructures,  equal  partnership  would 
remain  a  political  slogan.  And  if  this  is  the  case,  negative 
development  may  be  expected  such  as  the  narrowing  of 
nationalism.  Therefore  in  the  dismantling  of  the  five 
elements  of  power  on  a  phase  by  phase  basis,  Japanese 
financial  institutions  cooperating  with  national  and  inter- 
national banks  would  be  very  helpful. 

The  development  of  ASEAN  to  a  higher  level  of  concrete 
achievement  and  ASEAN  consensus  is  an  important  factor  to 
consider  when  carrying  out  an  equal  partnership  with  Japan. 
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Japan  will  continue  giving  aid  on  a  bilateral  basis  if,  by  any 
chance,  the  ASEAN  countries  do  not  arrive  at  the  same  con- 
sensus. Thus  it  is  of  great  importance  that  the  ASEAN  coun- 
tries arrive  at  a  consensus  to  propose  ASEAN  projects  backed 
and  fully  supported  by  ASEAN  countries. 
6.  The  Japanese  participants  from  either  the  business  or  govern- 
mental circles  have  taken  note  of  the  present  progress  of  co- 
operation between  the  national  private  business  sectors  of  the 
ASEAN  countries,  apart  from  only  participating  in  dis- 
cussions, meeting  etc.  at  the  bureaucratic  or  governmental 
level.  They  expect  more  dian  coming  together  and  discussing 
problems.  They  want  to  see  concrete  ASEAN  projects  at  the 
private  level.  To  achieve  regional  cooperation  at  its  fullest,  the 
private  business  sectors  of  the  ASEAN  countries  should  stress 
to  more  meaningful  cooperation  through  diverse  activities  in 
banking,  investment  and  others.  They  should  come  up  widi 
more  meaningful  and  concrete  ASEAN  business  ventures. 
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AGRO  INDUSTRY  IN  INDONESIA* 


Ali.Noor  LUDDIN 


Food  shortage  in  certain  parts  of  the  world  is  a  serious 
problem,  which  is  very  much  in  our  mind.  The  need  of  in- 
creased investment  in  agro  industry  is  becoming  more  and  more 
urgent,  because  of  the  tremendous  increase  of  the  need  of  food 
for  the  exploding  popularion  of  the  world,  especially  for  the 
socalled  Third  World.  The  purpose  of  this  paper  is  to  review 
what  investment  opportunities  are  there  in  this  field  in  South 
East  Asia  and  the  role  that  the  Petro  dollar  from  West  Asia 
could  play  in  these  investments,  with  emphasize  on  private  in- 
vestments. 

It  is  very  fortunate  that  this  year  grain  production  in  the 
large  grain  producing  countries  is  extremely  good.  Excellent 
weather  condition  will  cause  a  large  grain  surplus  in  countries 
like  USA,  Canada,  Australia,  and  Russia.  It  is  reported  that  even 
Argendna  and  India  will  also  have  grain  surplus  this  year.  But 
grain  alone  would  not  meet  all  of  the  worlds  need  for  nutrition. 
The  world  needs  also  protein,  edible  oil  and  fats,  be  it  from 
animal  or  vegetables. 

We  are  fortunate  today  that  food  aid  program  from  the  rich 
developed  countries  is  no  longer  so  strictly  influenced  by 
polidcal  consideration,  like  it  used  to  be. 

Weather,  the  most  important  factor  for  successful  crops,  is 
not  too  dependable.  If  the  limited  number  of  countries  where 
large  crops  are  produced  is  hit  by  bad  weather,  the  impact  of 


*  From  paper  presented  (o  the  International  Conference  on  Economic  Relations 
between  West  Asia  and  Southeast  Asia,  Institute  of  Southeast  Asian  Studies,  Singa- 
pore, 14-16  November  1977 
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poor  crop  will  be  felt  by  tens  perhaps  hundreds  of  millions  of 
people  all  over  the  world. 

Governments  in  the  developing  countries  are  spending  a 
large  portion  of  their  limited  budget  for  irrigation  works,  seeds 
station  and  purchase  of  fertilizers  and  insecticides,  to  increase 
food  production.  But  this  is  of  course  far  from  sufficient  if  one 
considers  the  ever  increasing  demand  of  food.  The  increased  de- 
mand is  not  only  felt  in  the  developing  countries,  but  for  certain 
commodities  such  as  starches  and  edible  oils,  the  demand  in  the 
industrial  countries  in  Europe  is  also  increasing.  Needless  to  say 
about  the  tremendous  increased  demand  in  the  Middle  Eastern 
or   West   Asian   countries   for   commodities   such   as  fruit, 
vegetables  and  its  juices,  tea  and  coffee.  Other  commodities  that 
can  be  included  here  are:  maize,  soya,  lentil,  cocoa,  sugar, 
palmoil  and  coconut,  and  of  course  also  cattle  for  beef  West 
Asia  is  importing  most  of  these  commodities  be  it  as  finished 
products  or  as  raw  material  for  further  processing.  West  Asia 
wishes  to  industrialize.  Processing  of  the  agriculture  products 
grown  in  Southeast  Asia  to  finished  products  can  be  part  of  this 
industrialization  plans.  Raw  sugar  can  be  further  refined,  palm- 
oil  to  be  processed  into  cooking  oil,  margarine,  soap,  tapioca  to 
starch,  flour,  industrial  alcohol,  glucose,  citric  acid,  etc,  etc.  Un- 
like petroleum,  all  of  these  raw  materials  are  renewable. 

Investment  in  the  field  of  agriculture  is  generally  considered 
as  long  term  and  high  risk.  In  Indonesia  since  1968  after  die 
legislation  of  Investment  Laws,  only  3.696  of  the  total  invest- 
ments, foreign  as  well  as  domestic,  is  in  the  agro  industry.  There 
are  certain  requirements  that  have  to  be  met  before  one  even 
begins  to  talk  about  such  investment.  These  are  for  instance: 

—  fertile  land,  good  rainfall 

—  good  location,  close  to  good  roads  to  harbour 

—  manpower 

—  a  country  with  good  investment  climate. 

These  requirements  can  be  met  by  almost  all  of  the  South 
East  Asian  countries. 

Let  us  take  Indonesia  as  an  example  to  show  where  the 
above  requirements  can  be  met. 
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—  There  are  up  to  two  million  out  of  about  40  million  hectares 
of  potentially  good  agricultural  land  available  for  develop- 
ment which  are  located  close  to  a  road  system,  near  rivers, 
or  close  to  sea.  The  land  is  lighdy  grown  with  shrub  bushes 
and  some  area  only  with  lalang  or  elephant  grass  which  can 
be  made  into  good  grazing  land  for  catde. 

—  Indonesian  big  plantations  of  rubber,  palmoil,  tea,  coffee 
and  pepper,  are  in  the  island  of  Sumatra,  rubber  and  palm- 
oil  in  North  and  South  Sumatra,  tea  in  Central  and  coffee 
and  pepper  in  South  Sumatra.  These  commodides  are  also 
produced  in  Java.  A  new  palmoil  estate  has  just  been  started 
South  of  Bandung,  while  coffee  and  tea  are  traditionally  the 
best  products  of  Java. 

—  Coconut  is  grown  in  West  Coast  of  Sumatra  and  in  North 
Sulawesi. 

—  The  island  of  Kalimantan  (Indonesian  Borneo)  produces 
practically  nothing  today,  except  good  timber.  There  are 
large  area  of  flat  and  rolling  country  grown  with  lalang 
which  will  be  good  grazing  land  for  cattle. 

—  The  island  of  Sulawesi  (Celebes)  produces  rice  and  copra. 
There  is  also  good  area  for  cattle. 

—  With  the  exception  of  the  island  of  Java,  which  is  fully 
cultivated,  fertile  land  at  good  location  is  available  in  Suma- 
tra, Kalimantan,  and  Sulawesi. 

—  The  area,  economically  considered  as  best  choice,  is  along 
the  Sumatra  Highway  in  Central  Sumatra,  which  has  been 
completed  about  a  year  ago,  having  thus  direct  access  to  the 
port  of  Padang,  and  some  area  in  South  and  South  East  of 
Kalimantan  having  also  direct  access  to  the  port  of  Banjar- 
masin. 

—  For  coffee  and  tea,  high  land  above  800  meters  altitude  is 
available  in  West  Sumatra,  which  were  before  World  War  II, 
Dutch  owned  plantations. 

It  is  the  Indonesian  government  policy  to  give  top  priority  to 
investments,  foreign  as  well  as  domestic,  in  the  field  of  agro  in- 
dustry. Facilities  that  could  be  granted  to  investors  in  this  field 
are: 

(a)  on  taxations: 

—  investment  allowance 

—  accelerated  depreciation 
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—  loss  compensation 

—  dividends  tax  exemptions  for  2  years 

—  property  tax  exemptions 

(b)  on  import  duty  and  import  sales  tax: 

-  import  duty  and  import  sales  tax  exemption  on  machines 
and  equipment. 

-  reduced  or  exempted  on  building  material  and  equip- 
ment. 

-  selective  reduction  on  office  equipment. 

On  October  3,  1977,  the  Indonesian  Government  announced 
their  new  regulations  on  processing  application  for  investment 
which  is  now  all  processed  by  one  agency  under  one  roof  The 
Presidential  decrees  nos.  53  and  54  cover  respectively  the  posi- 
tion and  functions  of  the  Investment  Coordinadng  Board  and 
the  procedures  to  be  followed  in  applying  for  investment.  This  is 
much  simplified  and  application  can  be  processed  and  approved 
not  later  than  3  months  after  it  is  submitted. 

Land  for  plantation  of  a  foreign  joint-venture  company  can 
be  obtained  through  its  local  Indonesian  partner.  The  Indo- 
nesian local  partner  will  obtain  the  right  to  use  and  occupy  of 
the  suitable  land,  based  on  the  Agrarian  Law,  up  to  30  years, 
extendable  by  another  30  years.  When  the  Indonesian  partner 
enters  into  a  joint-venture  company  with  a  foreign  company,  he 
then  transfer  this  right  to  the  joint-venture  company.  This  is 
then  normally  the  share  pardcipation  of  the  local  partner. 

We  know  that  through  die  Islamic  Development  Bank  and 
other  financial  insdtutions  such  as  the  World  Bank  and  Asian 
Development  Bank,  financial  assistance  has  been  extended  to 
help  finance  agro  industry;  however,  this  financing  is  directed 
mainly  towards  Government  projects.  It  is  understandable  that 
private  investment  in  the  agro  industry  is  small  because  of  its 
long  term,  high  risk  nature.  But  on  cash  crops  it  is  of  course  not 
long  term  but  still  considered  as  risky.  It  is  therefore  felt  that  an 
investment  insurance  agency  to  be  set-up  perhaps  by  the  Islamic 
Development  Bank  or  of  a  similar  set-up  like  the  Islamic 
Development  Bank,  would  definitely  induce  private  investments 
in  the  agro  industry.  Almost  all  of  the  industrialized  Western 
Countries  have  their  own  investment  insurance  agencies,  like 
O PIC  in  the  USA,  ECGD  in  UK,  Hermes  in  West  Germany,  etc. 


36 


AGRO  INDUSTRY  -  INVESTMENT  OPPORTUNITIES 

They  not  only  guarantee  their  loans  to  third  world  countries, 
but  they  are  also  guaranteeing  up  to  perhaps  8096  or  more  of 
the  investments  made  by  their  private  companies  in  those  coun- 
tries. 

It  is  essential  that  the  investment  insurance  agency  be  opened 
for  investment  from  other  countries  as  well,  and  not  tied  up  to 
investment  of  one  country  only.  This  is  because  investments  in 
agro-industry  will  probably  be  made  from  two  or  three  coun- 
tries. 

Another  aspect  which  is  very  important  to  note  is  that  of  ex- 
pertise required  in  the  agro  industry.  Availability  of  expertise  is 
the  only  way  to  reduce  the  high  risk  involved  in  the  agro  indus- 
try. Knowing  when  to  plant,  what  seeds  to  use,  what  type  of  and 
how  much  fertilizer  should  be  applied,  what  insecdcide  to  use, 
how  to  irrigate  and  how  to  maintain  and  cultivate  the  fields, 
when  to  harvest,  etc.,  etc.,  etc.,  are  all  important  to  assure  good 
crop.  However,  not  less  important  is  of  course  the  know-how  of 
marketing  of  the  crops. 

Expertise  on  tropical  agriculture  is  perhaps  getting  scarcer 
because  of  the  slow  development  of  this  industry  in  many  of  the 
tropical  countries.  But  it  is  sdll  available  from  some  European 
companies  in  countries  like  the  UK,  Holland,  Belgium,  France, 
which  owns  and  operates  plantadons  in  tropical  countries.  It  is 
essential  that  such  companies  participate  in  the  joint-venture 
companies. 

As  stated  earlier,  marketing  know-how  is  also  very  impor- 
tant. It  is  therefore  essential  to  have  a  marketing  company  also 
participate  in  the  joint-venure. 

In  discussions  with  financial  institutions  it  is  felt  that  if  those 
important  participants  could  be  brought  together  into  a  joint- 
venture  company  operating  an  agro  industry,  the  viability  of 
such  a  company  will  become  extremely  good.  The  share- 
holders's  input,  technically  as  well  as  financially  in  supporting 
such  investments  in  agro  industry,  are  the  local  (pribumi  or 
bumiputera)  and  the  foreign  partners. 

The  local  partners  locate  suitable  site,  select  suitable  per- 
sonnel for  employment,  assist  in  obtaining  government  support 
and  the  necessary  permits  to  operate,  provide  good  contacts 
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with  officials  and  local  suppliers  of  goods  and  services,  assume 
management  responsibility  when  the  project  is  fully  developed 
and  profitable. 

The  foreign  partners  have  the  responsibility  for  project  in- 
itiation, introduction  of  technical  partners,  arranging  equity  and 
debt  financing,  and  on-going  financial  advice.  The  technical 
partners,  which  are  also  foreign,  are  the  Plantation  and 
Marketing  companies. 

The  plantation  companies  participate  in  the  agronomic 
aspects  of  the  final  feasibility  study,  with  particular  reference  to 
soil  fertility,  cultivation  techniques,  implementation  of  the  plan- 
tation program,  development  program,  personnel  training, 
transportation  system,  infrastructure,  and  processing  mill  opera- 
tion. 

The  marketing  companies  maintain  quality  control,  bulk 
handling  facilities  where  necessary,  shipping  arrangements.  The 
most  important  thing  is  that  the  companies  will  guarantee  the 
sale/purchase  of  the  entire  production  output  at  world  prices. 

Based  upon  the  above  inputs  from  the  various  participants, 
the  ownership  pattern  could  then  follow  the  oudine: 

local  partner  up  to  30% 

foreign  investor  5096 

Plantation  company  1096 

Marketing  company  1096 

100% 

The  various  participants  above  could  come  from  two  or 
three  different  countries,  making  the  investment  multinational  in 
nature.  This  is  why  a  special  investment  insurance  company  is 
required,  where  this  type  of  investment  can  be  insured. 

Close  to  the  area  mentioned  earlier  the  Government  has 
located  settlements  of  transmigrants  from  Java.  They  are  farmers 
and  are  readily  available  for  whatever  handwork  is  required  in 
the  plantations.  If  additional  farmhands  are  required,  the 
Government  will  help  arrange  transmigration  of  people  from 
Java.  This  is  part  of  the  transmigration  program  that  the 
Government  is  carrying  out,  moving  people  out  from  Java  to 
the  outer  islands. 
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The  social  aspect  of  agro  industry  is  of  course  very  impor- 
tant. Investments  in  agro  industry  will  absorb  larger  number  of 
labourers  than  those  in  manufacturing  industry.  This  will  streng- 
then the  economic  and  political  stability  of  this  region. 
Although  this  stability  is  important,  but  not  less  important  is  of 
course  the  viability  of  this  investment.  Figures  obtained  by  Indo- 
nesia and  Malaysia  show  that  the  internal  rate  of  return  for  in- 
stance for  palmoil  averages  16  to  1896  and  for  tea  plantation  24 
to  2596  per  annum. 
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ASPECTS  OF  MARKETING  AND 
INTERNATIONAL  COOPERATION 
IN  TIN  COMMODITIES  WITH 
REFERENCE  TO  INDONESIA 

Sabana  KARTASASMITA 


FOREWORD 

Perusahaan  Negara  Tambang  Timah,  abbreviated  to  PN 
Tambang  Timah  (State  Tin  Mining  Enterprise),  was  established 
as  one  form  of  Indonesian  State  Enterprise  by  Government 
Decree  Number  21/1968  (which  in  fact  is  based  on  State  Statute 
Number  19/1960).  On  August  1976  the  legal  status  of  PN  Timah 
was  changed  into  PT  Tambang  Timah.  Both  status  the  owner  is 
the  government.  The  difference  lies  in  the  accountability  and 
flexibility  of  the  management.  The  enterprise  has  below  it  three 
mining  production  units  and  one  smelting  unit.  In  June  1974 
the  number  of  employees  in  its  head  quarters,  branch  offices 
abroad  and  all  units  totaled  27.410. 

The  export  of  tin  when  viewed  solely  in  terms  of  volume,  re- 
presents only  a  modest  percentage  of  the  total  of  all  Indonesian 
exports;  In  1971  it  was  4.796  and  in  the  following  year  3.8%.  Its 
important  role,  however,  may  be  seen  in  its  contribution  to 
revenues  from  all  mining  products,  including  oil.  In  terms  of 
Gross  Domestic  Product  (GDP),  the  share  contributed  by  mining 
products  shows  an  increasing  trend  -  i.e.  3.796  for  1960;  3.796 
for  1965  and  3.9%  for  1970.' 


1    Sumitro  Djojohadikusumo,  Masalah  Penduduk  dan  Lapangan  Kerja,  Pertumbuhan  Ekonomi 
dan  Perdagangan  Intemasional,  Jakarta  1973,  Appendix  II  and  IV. 
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The  importance  of  mining  in  the  future  is  apparent  from  es- 
timates of  growth  for  the  decade  of  the  seventies. ^  The  main 
target  for  this  growth  is  that  Indonesia  should  have  achieved  the 
take-off  phase  during  RepeUta  II  (The  Second  Five  Year  Plan) 
and  within  that  decade  arrive  at  the  phase  of  self- generating 
growth.  To  maintain  a  796  rate  of  growth  per  year  an  invest- 
ment of  20%  of  GDP  is  necessary. 

It  is  hoped  that  the  producdon  and  the  export  of  extractive 
commodides  (e.g.  oil,  mining  commodides,  and  timber)  will 
condnue  to  increase  during  the  period  1971-1979.  It  has  been 
estimated  by  Indonesian  experts,  that,  the  export  of  extractive 
commodities  will  increase  annually  by  17.5%,  while  non- 
extractive  commodides  will  increase  by  6.7%  per  year. 

Although  tin  accounts  for  only  a  small  percentage  of  total 
exports,  it  does  not  mean  that  its  enterprises  need  not  be  ad- 
ministered, managed  efficiently  and  according  to  sound 
economic  principles.  On  the  contrary,  this  small  percentage  is  a 
challenge  and  represents  a  dynamic  element  in  Indonesia's 
development.  In  order  to  meet  this  challenge  Indonesia  must  be 
aware  of  the  basic  problems  of  independence  that  are  related  to 
the  control  and  the  administradon  of  the  enterprise,  and  to  the 
problems  which  arise  with  respect  to  policy  making.  This  survey 
was  originally  conducted  for  the  board  of  management  of  PN 
Timah  as  it  was  called.  I  hope  this  wridng  will  be  able  to  spark 
an  impulse  of  thought  to  its  readers  and  to  those  who  are  in- 
terested in  the  subject,  although,  admittedly,  the  problems  are 
extremely  complex. 

ASPECT  OF  MARKETING 

1.  Production,  Export  and  Sales 

The  export  of  dn  contributes  a  substandal  part  of  the  in- 
come of  PT  Tambang  Timah.  Domesdc  sales  (approximately  5%) 
are  insignificant,  while  revenues  from  subsidiaries  (within  Units 
in  the  enterprise)  and  from  the  sale  of  accessory  minerals  (like 
monazite  etc)  are  negligible  in  terms  of  aggregate  income.  This 


2    Sumitro  Djojohadikusumo,  ibid.,  p.  9-11 
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means  that  stability  in  export  income  proceeds  plays  a  dominant 
role  in  the  life  of  the  enterprise.  Thus,  income-estimates  and 
prognoses  on  price  development,  pardcularly  in  long  range 
planning,  are  very  essendal.  There  should  at  least  be  efforts  to 
find  data  and  other  basic  information  for  the  estimates  and 
prognoses;  so  that  logical  explanadons  can  be  found  in  the  in- 
terest of  the  dn  mining  enterprise. 

The  data  in  Table  I  on  developments  in  production,  export 
and  sales  show  the  following: 

a.  Production  surpluses  in  the  period  between  1968  and  1974 
could  not  be  fully  absorbed  by  export  (e.g.  a  rise  of  8,084 
tons  as  against  5,872  tons).  The  reason  may  perhaps  lie  in 
the  increase  of  stockpile  that  had  already  entered  sales 
channels  (pipe  lines)  and  the  Units.  Export  controls  were  ex- 
ercised for  three  quarters  in  the  year  1968-1969  and  for  two 
quarters  in  1973. 

b.  Increases  in  tin  deliveries  for  export  show  proportional 
development  in  comparison  to  export  figures. 

c.  From  the  observation  of  annual  increases  in  dn  deliveries  for 
export  and  in  sales  values  (also  commulatively)  from  1968  to 
1974,  we  see  that  sale  values  have  continuously  shown  large 
increases,  while  total  deliveries  remained  constant,  (annual 
increases  in  these  totals  were  modest).  One  of  the  primary 
reasons  why  increases  in  sale  values  came  about  (and  not 
because  of  the  rapid  rise  in  the  delivery  of  exports)  was 
mainly  due  to  a  boom  in  dn  prices. 

d.  Sales  and  transfer  values  for  the  period  between  1968  and 
1974  seem  to  show  a  relatively  balanced  posidon.  Reasons 
for  this  balanced  posidon  may  very  well  lie  in  terms  of 
payments  and  deliveries,  pardcularly  in  forward  sales. 

e.  Transfer  figures  show  an  increasing  annual  trend.  This  may 
have  been  due  to  profits  in  rates  of  exchange  conversions. 
Sales  contracts  are  transacted  in  pound  sterling,  Malaysian 
dollars  and  U.S.  dollars,  while  conversion  into  rupiah  is  bas- 
ed upon  the  value  of  the  U.S.  dollar. 


2.  In  Search  of  Causes 


The  market  for  tin  is,  in  general,  influenced  by  factors  which 
have  no  bearing  at  all  on  dn  —  i.e.  political  developments. 
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monetary  crises,  psychological  factors,  etc.  It  is  the  duty  of  all 
mining  enterprises  and  industry  to  find  out  the  causes  that  in- 
fluence prices  because  that  knowledge  is  crucial  in  formulating 
effective  work  plans  and  budgets.  It  should  be  noted  here  that 
many  economists  who  try  to  find  logical  explanations  for  the 
causes  of  price  fluctuations  usually  also  try  to  find  reliable  signs 
and  evidence  which  eventually  are  useful  for  deliberations  of  the 
enterprise's  management.  Indices  of  general  stock  exchange, 
over  certain  time  spans,  constitute  a  barometer  that  is  apparent- 
ly not  very  sensitive  to  change  in  world  metal  trade  when  com- 
pared to  changes  in  the  market  of  particular  metals.  Tin  prices 
change  more  often  than  general  stock  prices.  This  is  under- 
standable because  metal  is  but  one  item  in  the  list  of  com- 
ponents to  total  cost.  It  seems  very  difficult  to  find  any  kind  of 
an  automatic  index  outside  a  particular  industry.  Stocks  in  metal 
trade,  however,  may  give  indications  that  are  useful  in  for- 
mulating forecast  for  output  figures,  consumption,  and  stock 
figures.  With  regard  to  stocks,  many  individuals  have  conducted 
research  to  find  reliable  correlations  between  stocks  and  prices. 
A  simplistic  generalization  is  that  prices  will  drop  when  stocks 
rise  in  value;  often,  however,  stocks  and  prices  rise 
simultaneously  and  are  unpredictable.  It  is  difficult  to  derive  ex- 
act calculations  for  stock  value  forecasts.  One  stumbling  block  is 
the  appropriate  interaction  between  supply  and  demand.  For  ex- 
ample, the  GSA  metal  stock  which  has  long  been  difficult  to 
reckon  with.  No  mathematical  relationship  is  readily  apparent 
between  stock  values  and  prices.  That  being  the  case,  executives 
and  businessmen  always  pay  close  attention  to  developments  in 
stock  markets  so  they  can  decide  effectively  when  to  enter  or 
leave  product  markets  with  the  best  calculated  profits;  also  so 
that  they  can  take  best  advantage  of  situations  which  would 
otherwise  bring  no  profits  at  all.  This  behavior  also  holds  for 
non-ferrous  metal  commodity  markets  (e.g.  copper,  lead,  etc). 

3.  Tin  Price  Cycle 

We  have  alluded  earlier  to  the  existence  of  tin  price  cycles 
(choosing  to  use  history  as  a  source  of  indicators).  We  know  that 
since  1872  developments  in  tin  prices  show  cycles  which  vary  in 
length  between  a  low  of  6  years  and  a  high  12  years  (re- 
presenting high  and  low  tin  prices,  respectively)  as  shown  below: 
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CYCLES  OF  TIN  PRICES 


Cycle 
period 


Number  of 
years 


Annual  prices  in  pound  sterling 


Highest 


Lowest 


DifTerence 


1872-1882 
1882-1888 
1888-1900 
1900-1906 
1906-1912 
1912-1918 
1918-1926 
1926-1937 


10 
6 

12 
6 
6 
6 
8 

11 


144.5 
117.5 
133.6 
180.6 
209.4 
329.-6 
329.6 
289.1 


62.0 
81.0 
59.5 
118.6 
133.1 
151.1 
159.5 
118.5 


82.5 
36.5 
74.1 
62.0 
76.3 
178.3 
170.1 
170.6 


Source:  International  Research  and  Development  Council,  Statistical  Year  Book  1939. 


These  tin  price  cycles  coincide  with,  or  run  parallel  to,  cycles 
in  general  trade.  A  small  boom  can  also  rise  steeply,  or  it  can 
have  its  peak  broken  in  short  segments  due  to  world  economic, 
financial,  and  political  situations.  While  we  are  discussing  cycles 
it  is  beneficial  for  us  to  stop  and  interview  several  personalities 
who  are  in  agreement  on  the  idea  of  a  10  years  cycle  as  an 
average  cycle,  and  who  believe  in  trade  cycles  in  general.  A  ten 
year  activity  between  boom  and  slump  in  the  world  of  trade  is  a 
fact  often  mentioned  by  the  economist  John  Stuart  Mill.  Karl 
Marx,  for  example,  also  believed  in  a  trade  cycle  of  10  years  and 
he  did  not  believe  it  is  caused  by  sun  spots,  but  rather  due  to 
periodical  investments  of  capital  at  the  end  of  every  10  years. 
Another  expert,   Kondratiev,   adds  his  contributions   to  diis 
matter  of  trade  cycles  by  proposing  that  in  addidon  to  a  cycle  of 
10  years  there  may  be  a  longer  cycle  that  lasts  between  45  and 
64  years.  It  is  regrettable  that  Kondradev  was  banished  to 
Siberia  in  1830  and  could  not  finish  his  work  on  the  determina- 
tion of  the  end  of  the  third  cycle. 

If  we  take  as  an  example  the  great  world  depression  of  1930- 
1935  as  the  beginning  of  the  end,  and  also  consider  the  in- 
creasingly shorter  cycle  length  -  say  a  cycle  of  40  years  -  we  can 
esdmate  that  the  end  of  this  long  cycle  falls  between  1970  and 
1975.  Perhaps  the  cause  was  a  sudden  price  slump.  The  most 
important  thing  for  the  enterprise  to  do  in  this  case  is  to  be  on 
the  alert  for  symptoms.  The  price  of  dn  has  for  a  long  time  en- 
joyed a  boom  and  we  should  realize  that  after  a  boom  comes  a 
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slump.  Can  the  picture  possibly  improve  in  the  immediate 
future?  Only  history  will  tell. 

ASPECT  OF  INTERNATIONAL  COOPERATION 

1.  International  CommocHty  Agreement 

International  Commodity  Agreement  is  here  defined  as  a 
treaty  among  more  than  two  countries  for  the  purpose  of 
regulating  primary  product  market  by  means  of  multilateral 
agreements  in  the  interest  of  exporters  and  importers.  For 
nations  with  developing  economics  (i.e.  with  low  income)  and 
whose  economies  are  sensitive  to  conjuctures  due  to  heavy  re- 
liance upon  certain  commodities  (agricultural  or  mining),  in- 
come from  exports  constitutes  national  income  and  a  source  of 
foreign  exchange.  An  economic  structure  that  relies  heavily  on 
export  is  affected  by  price  fluctuadon  in  the  world  market.  An 
imbalance  in  export  proceeds  can  cause  an  imbalance  in  the 
following: 

a.  income  distribution 

b.  money  income,  expenditures,  and  prices 

c.  ability  to  import  commodities  that  are  vital  to  development; 
and 

d.  actual  consumption  and  investments. 

Economically  developing  nations  view  internadonal  bodies  as 
organizadons  that  can  provide  stability  in  their  export  trade  and 
can  safeguard  access  to  large  markets.  Industrial  nations  have  in 
the  past  been  very  dependent  on  economically  developing 
nations  for  their  supply  of  raw  materials.  These  are,  among 
others,  the  reasons  for  the  establishment  of  international  bodies. 
In  1963,  from  a  total  of  80  kinds  of  raw  materials,  about  20 
determined  about  one  fifth  of  the  total  world  trade  price 
volume.  This  was  due  to  activities  of  those  international  bodies. 
Five  commodities  (wheat,  sugar,  coffee,  tin  and  olive  oil)  form  a 
common  commodity  agreement;  the  rest  are  in  the  form  of 
study  groups. 

Based  on  the  foregoing,  we  can  differentiate  four  forms  of 
internadonal  stabilizing  bodies,  for  commodities: 
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1.  multilateral  contract  mechanisms;  usually  for  international 
wheat  agreement; 

2.  export  quota,  usually  in  international  agreements  on  coffee 
and  sugar; 

3.  a  form  of  bufferstock  such  as  used  in  agreements  on  tin;  and 

4.  ohve  oil  agreements  whose  goal  is  to  coordinate  domestic 
production  and  marketing  policies. 


2.  International  Tin  Agreement  (ITA) 

In  matters  relating  to  tin  we  are  dealing  with  international 
bodies  of  the  bufferstock  form.  After  the  second  world  war,  a 
kind  of  a  study  group  was  estabHshed  in  1947  under  the  Ha- 
vana Charter.  Plans  and  ideas  for  the  establishment  of  an  Inter- 
national Tin  Agreement  (ITA)  were  solicited  but  were  rejected  in 
1948  and  1950  by  the  assembly  of  parties  concerned.  The  first 
agreement,  ITA-I,  was  signed  in  1953  but  became  effective  only 
in  1956.  Seven  nations  produce  not  less  than  90%  of  the  world's 
production  (excluding  Soviet  Russia  and  Red  China)  and  na- 
tions in  the  Association  of  Southeast  Asian  Nations  (ASEAN) 
alone  produce  62%  of  the  world's  total  (See  Table  II). 

The  biggest  tin  consumer  is  the  United  States  with  one  third 
of  the  world's  total  commercial  consumption.  The  ITA  of  1956 
did  not  give  full  charge  to  BSM  to  stabilize  prices  but  em- 
powered BSM  with  export  control  authority  on  quota  figures 
that  were  decided  by  the  Council  according  to  demand  estimates 
that  include  changes  in  stock  figures.  This  meant  that  under  ex- 
port control  permissible  export  was  determined  by  voting  power 
and  bargaining  position.  In  die  fourdi  International  Agreement, 
bufferstock  was  decided  on  20,000  tons  of  dn  or  its  equivalent 
amount  which  in  total  should  be  financed  by  die  producers  (Ar- 
ticle 21). 

In  the  last  agreement,  ITA-V  (pending  ratification),  Indo- 
nesia tried  unsuccessfully  to  extend  flexibility  in  operations  on 
the  bufferstock  by  proposing  to  raise  the  total  to  40,000  tons 
and  have  producers  and  consumers  share  the  financial  burden 
joindy.  Compulsory  constitutions  have,  in  reality,  not  been 
successful.  Voluntary  constitutions,  however,  have  resulted  in  the 
pledge  of  5  million  florins  from  the  Netherlands,  followed  by 
France  E£  1.2  million. 
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Whether  or  not  there  is  general  agreement  on  an  inter- 
governmental commodity  scheme  to  control  the  market  or 
whether  there  are  other  more  effective  means  to  raise  inter- 
national cooperation,  it  is  a  reality  that  since  the  existence  of 
ITA  until  today  producers  and  consumers  alike  have  tried  to 
find  better  and  more  agreeable  approaches  to  the  achievement 
of  ITA  goals  and  intentions. 

Summary  of  the  main  duties  of  the  ITA: 

a.  To  prevent  imbalance  between  supply  and  demand  and, 
thus,  prevent  excessive  price  fluctuation  (Article  1,  e); 

b.  To  prevent  unemployment  situations  (Article  1,  e); 

c.  To  help  raise  export  earnings  of  producer  nations  (this 
should  not  be  at  the  cost  of  the  consumer  in  importer 
nations,  thus  an  increase  in  profitable  production  is 
necessary)  (Article  I,  e); 

d.  To  guarantee  adequate  tin  supply  and  agreeable  price  to  the 
consumers  and  to  provide  acceptable  income  to  the 
producers  (Article  1,  d);  and 

e.  To  open  and  exploit  new  deposits,  to  encourage  the  use  of 
new  and  more  efficient  mining  techniques,  and  to  provide 
for  the  continuation  of  the  mining,  processing  and  smelting 
of  tin  ore  (Article  1,  i). 

It  is  obvious  that  the  goal  of  ITA  is  to  bring  about  price  sta- 
bilization. It  is  thus  appropriate  to  say  that  its  task  is  to  stabilize 
prices  over  dme,  particularly  because  price  becomes  a  source  of 
conflict  of  interest  between  producers  and  consumers  in  search 
of  a  "fair  price"  acceptable  to  both. 

The  ITC  executive's  authority  over  bufferstock  includes  the 
following  of  prices.  When  prices  are  in  the  upper  third  of  the 
price  scale,  BSM  is  allowed  to  sell  and  if  they  are  in  the  lower 
third  it  is  authorized  to  buy  tin  in  the  market  to  prevent  a  rapid 
price  decline.  When  prices  are  in  the  middle  third,  BSM  is  not 
allowed  acdon  unless  directed  otherwise  by  the  Council.  On  this 
issue  of  price,  the  council  has  made  changes  in  price  range;  not 
less  than  12  times  (See  Table  III). 

3.  Retrospect 

Price  imbalance  for  a  particular  commodity  is  usually  caused 
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by  the  inelastic  relationship  between  supply  and  demand.  From 
observations  on  production,  consumption  and  world  price  of  tin 
today  (see  Table  IV),  we  note  these  developments: 

1945-1947  A  deficit  occurred  but  was  compensated  by  net  im- 
port of  tin  from  Red  China  and  the  US. 

1948-1957  A  large  production  surplus  occurred  due  to  US 
government  tin  purchases  for  its  stockpile. 

1958-1966  There  was  a  deficit  due  to  net  import  for  Red  China 
and  the  US  of  1958-1962  and  GSA  after  that  year. 
Export  controls  came  into  effect  fi-om  May  1957  un- 
til September  1960. 

1967  There  was  relative  balance  between  supply  and  de- 
mand (consumption  exceeded  production  by  200  m 
tons). 

1968  There  was  surplus  production  due  to  net  imports  by 
Bulgaria,  Romania,  USSR  and  BS  operation. 

1970-1974  Average  consumption  rose  by  496  (See  Table  II). 

Through  the  observation  of  the  history  and  actions  of  ITC, 
we  venture  that  the  Council  is  much  too  pre-occupied  with  price 
development  and  is  quick  to  equate  restriction  with  conservation 
and  stagnation  with  stability.^  This  attitude  is  not  really  sur- 
prising for  an  economically  developing  nation  like  Indonesia 
whose  economy  is  very  much  tied  to  price  developments. 

Economic  and  political  events  outside  ITC's  jurisdiction 
created  difficulties  for  ITA.  Although  the  Council  could  not  al- 
ways handle  the  market  as  expected,  international  cooperation 
according  to  this  plan  was  not  as  pressing  in  the  past  as  it  is  to- 
day. If  the  tin  producer's  and  consumer's  confidence  in  their 
future  is  not  strengthened,  the  tin  industry's  future  will  be 
critical.  The  producers  are  running  out  of  time  to  make  impro- 
vements. In  the  case  of  bauxite,  the  Jamaican  government 
succeeded  in  putting  into  effect  a  new  and  general  method  of 
payment  that  would  bring  an  increase  in  state  revenues  ap- 
proximately eight  times  higher  than  that  of  foreign  companies 
operating  there. 


2    Speech   of    Heiriz   Hcyman  at   the  International   Economic  Association,  Wien, 
September  1963. 


48 


TIN  -  MARKETING  AND  INTERNATIONAL  COOPERATION 

Although  Indonesian  tin  mining  enterprises  are  managed  by 
the  government  they  still  require  a  large  investment  for  impro- 
vement and  expansion.  This  is  also  true  for  other  commodities. 
Although  the  structure  of  Indonesian  economy  is  better  than 
that  of  Bolivia  -  in  the  sense  that  export  product  diversification 
is  much  broader  -  it  does  not  mean  that  export  diversification 
efforts  should  receive  less  attention  in  either  quality  or  quantity. 
In  the  future,  we  must  in  fact  increase  our  exports,  not  only  of 
raw  materials  but  also  of  final  products  and  produce  ready  for 
their  final  stage  of  production  (in  the  middle  stage  of  produc- 
tion). 

In  Bolivia  the  success  of  their  diversification  program  in 
other  minerals  such  as  zinc,  lead,  wolfram,  antimony  and  in 
products  from  their  cotton  industry  will  slowly  decrease  the 
country's  dependence  on  tin.  In  the  past  approximately  70%  of 
Bolivia's  revenue  depended  on  tin.  If  the  trend  in  prices  con- 
tinues to  increase,  in  1974  Bolivia  mineral  export  is  expected  to 
reach  about  US$  500  million  annually.' 

From  the  consumers'  point  of  view  it  is  understandable  that 
for  their  needs  in  a  normal  situation  an  adequate  supply  at  a 
fair  price  is  necessary.  Releases  of  dn  from  GSA's  stockpile  in 
the  past  constitute  an  affective  means  to  shorten  the  time 
strengthening  the  production  and  to  assure  customers  of  an  ade- 
quate supply  of  tin  in  times  of  scarcity.  These  releases  could  also 
be  the  causes  of  bullish  factors  and  market  sentiments.  To  assure 
the  foregoing  without  disturbing  the  market  or  disrupting  har- 
monious cooperation,  it  is  necessary  to  establish  close  co- 
operation between  tin  releases  and  the  Tin  Council.  Close 
cooperation  will  be  enhanced  if  the  United  States  becomes  a 
member  of  ITC  (GSA  stockpile  position  on  March  1962 
amounted  approx  348.296  metric  tons). 

We  often  hear  that  the  level  of  tin  prices  is  one  of  the 
causes  of  subsdtution.  How  far  are  developments  in  this 
matter.^  Let  us  for  a  moment  consider  dn  in  the  United 
States  (see  Table  V).  The  most  serious  danger  in  substitution 
comes  from  aluminium  and  plastics.  Advanced  technology  has 
shown  that  the  use  of  tin  in  tin  pladng  electro-processes  has 


3    Supplement  lo  Tin  International,  October  1974 


49 


THE  INDONESIAN  Q,UARTERLY 


declined  while  the  use  of  plasdcs  and  aluminium  has  increased; 
thus,  precipitadng  a  decline  in  dn  consumpdon. 

This  is  one  of  the  causes  why  dn  consumpdon  in  the  five 
years  before  1970  showed  an  annual  increase  of  only  about  1  to 
2  percent,  while  in  the  five  years  after  1970  the  annual  increase 
averaged  to  4  percent.  If  we  take  into  account,  however,  that  the 
rise  in  prices  of  other  metals  took  place  before  the  energy  crisis 
then  a  large  pordon  of  the  dn  subsdtutes  -  i.e.  plasdcs  and 
aluminium  -  not  only  had  to  be  produced  at  a  higher  produc- 
don  cost  but  they  also  experienced  shortages.  Another  aspect  in 
this  matter  is  that  dn  cannot  be  used  as  an  exclusive  item;  it  has 
many  several  uses  in  various  industrial  applicadons.  It  is  only  a 
small  part  of  end  products  and  its  cost  price  is  relatively  low,  as 
given  by  Tin  Magazine  on  January  1961: 

"For  tin  plate  the  major  consumption  a  rise  of  £  100  in  the  price  of  tin 
would  put  2^  on  the  cost  of  base  box  of  electrolytic  tin  plate,  which  is  an 
area  of  31360  sq  in  of  steel  tinned  on  both  sides,  or  112  sheet  each  20  in- 
ches by  14  inches,  and  cost  £  2.19.9  to  the  can  maker. Thus  in  the  £  2.19.9 
per  base  box  of  tin  plate  the  actual  cost  of  the  tin  metal  itself  is  1  sh.  9  d. 
lese  than  396". 

This  means  that  tin  will  sdll  be  necessary  for  a  long  dme  to 
come. 


4.  The  Problem  of  Price  Stabilizadon 

It  is  not  an  exaggeradon  when  we  say  that  the  Internadonal 
Tin  Council  has  more  or  less  succeeded  in  its  efforts  within  a 
short  length  of  dme  to  restore  faith  in  dn  enterprises.  It  has 
done  so  by  solving  excess  capacity  problems  in  the  supply  and 
demand  for  dn  and,  thus,  in  a  short  dme  minimized  price  fiuc- 
tuadon,  that  is,  a  short  run  price  instability.  The  Council,  how- 
ever, is  still  faced  with  a  great  challenge  in  solving  long  range 
problems  of  excess  capacity  and  price  instability. 

ITC  experts  estimated  future  demand  and  supply  of  tin  with 
respect  to  world  consumption  (excluding  Soviet  Russia  and  Red 
China)  which  is  presently  estimated  at  180,000  metric  tons 
anually,  will  increase  between  215,000  and  235,000  metric  by  the 
year  2000.  Thus  dn  aggregate  requirement  between  1970  and 
2000  is  estimated  at  levels  between  6.5  and  7.0  mtons,  while 
future  tin  supply  in  terms  of  tin  reserves  is  estimated  at  4.5  to 
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5.1  mtons.  This  means  that  there  will  be  adequate  supply  of  tin 
for  the  world  for  the  next  25  to  30  years  based  on  today's 
average  world  consumption  rate.* 

What  are  the  estimates  for  Indonesian  dn  producdon  in  the 
future?^  Several  PN.  Timah's  experts  estimated  (1974)  that  pre- 
sent reserves  amount  to  740,000  tons  (measured);  400,000  tons 
(inferred);  200.000  tons  (conditional  reserves);  300,000  tons  (un- 
discovered reserves).  This  means  that  the  present  proven  reserves 
in  Belitung  will  be  depleted  in  20  years.  Bangka's  proven 
reserves  will  sustain  for  the  next  30  years;  and  Singkep  probably 
will  be  depleted  in  the  coming  15-20  years  (all  based  on  the  pre- 
sent economic  condition  and  rate  of  production). 

Problems  in  long  range  planning  are  complex  because  not 
only  are  estimate  figures  difficult  to  assess  correctly,  but  it  is  also 
very  difficult  to  predict  trade  cycles  for  the  future.  The  opinions 
of  K.  Kurihara  and  W.  Robertson  are  of  interest  here.^ 

Kurihara  on  "An  endogenous  model  of  cyclical  growth" 
dealt  mainly  with  business  problems  and  trade  cycles  in  general. 
There  Kurihara  criticized  cyclical  growth  models.  He  sugested  an 
approach  in  the  sense  of  purely  endogenous  variables  with  the 
belief  that  this  suggestion  would  be  more  useful  in  analizing  the 
importance  of  the  self  generating  nature  and  cyclical  growth 
processes  that  are  not  dependent  on  artificial  exogenous  con- 
straints or  on  superflous  autonomous  growth  factors. 

Aside  from  whether  or  not  those  processes  are  correct,  we 
must  accept  that  trade  cycles  are  phenomena  that  occurr  and 
grow  today.  Many  great  economists  have  contributed  opinions 
on  this  —  i.e.  Schumpeter,  Kalecki,  Keynes,  Harrod  and  Hicks, 
just  to  mention  a  few. 

W.  Robertson  in  "The  dn  experiment  in  commodity  market" 
presented  an  analysis  of  ITA,  specifically  on  bufferstock  opera- 
don  effects  on  price  and  consumption.  He  did  not,  however  give 


4  Fow  W.  "The  Reserve  and  Aviability  of  the  Tin  and  the  World  Consumer",  Con- 
ference on  Tin  Consumption,  1972 

5  Sutedjo  Sujitno,  Challenging  Elements  in  the  Offshore  Tin  Resources  Potential  in  Indonesia, 
1974,  see  also  Indonesian  Tin  Potential  and  Resources,  1974 

6  Robertson  W.,  "The  Tin  Experiment  in  the  Commodity  Market",  Oxford  Economic 
Papers,  October  1960;  Kurihara  K.,  "An  Endogenous  Model  of  CycUcal  Growth", 
Oxford  Ecojumuc  Papers,  October  1960 
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any  firm  statement  on  the  successes  and  failures  of  buflferstock 
operations.  He  proposed  instead  a  complex  problem:  Is  it  wise 
today  to  protect  the  world's  tin  sources  by  assuring  high  or 
highest  prices  that  can  give  a  reasonable  return  to  producers 
with  high  cost  prices  (e.g.  Bolivia).  Or  is  it  wiser  to  fulfill  con- 
sumers' needs  by  mining  high  grade  deposits  which  may  result 
in  the  shutdown  of  many  marginal  mines  (e.g.  Malaysia, 
Thailand,  Indonesia  etc).^ 

He  has  this  to  say  on  the  foregoing  question:  "Since  tin  is 
the  only  metal  of  which  the  world  consumpdon  is  no  greater 
than  it  was  in  the  late's  1920's  (and  the  most  important  coun- 
tries are  consuming  less),  it  is  hardly  surprising  that  much 
criticism  has  been  directed  at  the  producers  price  policy.  The 
prewar  agreement  was  severely  critized  both  for  failing  to 
achieve  reasonable  price  stability  and  for  their  policy  of  keeping 
the  average  price  closely  linked  to  the  cost  of  the  higher 
producers,  although  it  was  clear  that  the  industry  in  the  1930's 
was  affected  by  persistent  excess  capacity. 

Since  then,  violent  fluctuations  have  reoccurred,  but  the 
market  has  been  more  stable  after  the  current  agreement  came 
into  effect." 

From  the  previous  discussion  we  present  the  following  con- 
clusions: 

(1)  Robertson's  analysis  that  world  consumpdon  before  the  se- 
cond world  war  is  greater  than  after,  is  indeed  correct  (we 
must  note  that  for  this  analysis  Robertson  used  world  con- 
sumpdon figures  for  the  periods  from  1928  to  1938  and 
from  1947  to  1958). 

(2)  to  avoid  a  vague  picture,  Robertson's  point  of  view  should 
taken  into  account  Kurihara's  ideas  on  cyclical  growth.  That 
is,  after  the  second  world  war  we  can  see  that  a  large 
number  of  industrially  advanced  nadons  -  perhaps  too  often 
—  exercised  exogenous  constraints  (floor  and  ceiling) 
resulting  in  an  oscilladonof  trade  cycles  faster  than  necessary 
for  world  trade  in  general  and  trade  in  economically 
developing  nadons  in  particular. 

(3)  Tin  is  a  commodity  that  is  very  sensitive  to  changes  in  trade 
cycles  and  is  important  in  the  chess  game  of  war  strategy  as 
we  have  seen  in  the  past. 
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TIN  MARKET  CONTROLS  VERSUS  LIBERALIZATION 

A  topic  which  should  not  be  ignored  is  the  question:  Should 
tin  market  be  controlled  or  not?  Let  us  consider  this  issue. 

In  general,  arguments  against  ITA  or  against  tin  market  con- 
trols are  oriented  around  these  situations. 

(1)  Every  time  export  controls  are  imposed,  as  in  1960,  a  persis- 
tent excess  capacity  occurs  in  which  consumption  exceeds 
production  and  short  supply  carries  over  into  the  following 
years. 

(2)  In  view  of  persistent  excess  capacity  and  existence  of  depres- 
sion in  the  tin  industry,  it  is  perhaps  desirable  to  alter  ITA's 
objective  from  price  stabilizadon  to  price  maximizadon;  this 
is  only  possible  if  the  tin  market  is  freed  from  controls. 

(3)  GSA  stockpile  releases  consdtute  hindrances  to  future  trend 
development  through  sales  to  markets. 

We  hear  the  foregoing  sendments  quite  often.  In  Malaysia, 
for  example,  they  are  voiced  by  miners  who  pressure  their 
government  not  to  extend  ITA  at  the  end  of  1966,  but  we 
scrutinize  those  sentiments  in  terms  of  today's  picture  of  tin  in- 
dustry. 

1.  And  ITA  group  observes  short  supply.  To  a  certain  extent 
we  can  agree  with  this  opinion  as  reflected  in  primary  tin 
production  and  consumption  charts  (see  Table  IV)  where  we 
observe  that  the  years  1946  to  1958  are  marked  by  an  over 
supply  while  between  1959  and  1966  supply  is  short.  Figures 
for  1967  and  1970  show  a  relative  balance  between  pro- 
ducuon  and  consumption,  a  short  supply  in  1968  and  an 
over  supply  in  1969.  Export  controls  produced  the  short 
supply  of  1958  to  1960,  while  the  shortage  of  1960  to  1966 
came  about  not  because  of  export  controls  but  due  to  a  rise 
in  tin  udlization  and  a  decline  in  production,  or  both,  in 
producer  nadons.  To  support  this  opinion  we  offer  the 
following  data: 
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FIVE  YEAR  PERIOD  OF 
1946  TO  1966 

PRIMARY  TIN 

PRODUCTION 

AND  CONSUMPTION  FROM 

Period 

Average 
annual 
production 
mtons 

Percentage 
five  year 
production 
increase 

Average 
annual 
consumption 
mtons 

Percent 
five  year 
consumption 
increase 

Production 
minus 

consumption 
mtons 

1946-1950 
1951-1955 
1956-1960 
1961-1965 

132.000 
167.000 
140.000 
145.000 

-  16,2 
0,7 

122.000 
132.000 
148.000 
166.000 

8,2 
12,1 
9,5 

+  10.000 
+  35.000 

-  8.000 

-  21.000 

The  table  is  taken  from  Table  IV  and  is  limited  to  the 
periods  shown  because  of  strong  pressure  to  abolish  tin  con- 
trols that  began  after  World  War  II. 

From  the  above  data  we  can  see  that  between  1946  and 
1963  consumption  increased  at  an  average  of  10%  every  five 
years.  This  increase  should  actually  not  cause  any  short 
supply  if  world  tin  production  does  not  decline  by  more 
than  15%  for  the  period  of  1951-1955.  In  other  words,  if 
average  annual  production  of  1961-1965  is  minimally  at  the 
level  of  production  of  1951-1955,  then  actually  there  should 
not  be  any  tin  short  supply.  Why  is  producdon  bet^veen 
1956  and   1960  low  despite  export  controls  during  that 
period.?  Also  why  is  production  between  1961  and  1965  at  a 
relatively  equal  level  with  that  between  1956  and  1960.?  In 
contrast,  producdon  figures  for  1951  to  1955  are  relatively 
high.  We  see  two  reasons  for  the  latter  remark.  First,  diere  was 
a  large  scale  purchase  for  stockpile  by  the  United  States 
Government  in  those  years  and,  second,  there  were  export 
controls  exercised  in  those  years. 

What  is  Indonesia's  posidon  in  general  with  respect  to 
price  trends  and  producdon  consumpdon  reladonships  after 
the  second  World  War.?  We  observe  from  tables  that  from 
1949  to  the  dme  of  government  take-over  (1958-1959),  Indo- 
nesia's production  reached  a  peak  of  35,861  tons  in  1954  as 
a  result  of  the  Korean  War  Boom.  After  that  year,  pro- 
ducdon showed  a  declining  trend,  a  low  point  of  12,727  tons  - 
occurred  in  1966.  This  was  the  lowest  point  in  the  histoi7  of 
Indonesia's  tin  enterprise. 

So  in  1965  Indonesia's  third  place  position  was  .taken 
over  after  the  war  by  Thailand,  thus  putting  her  at  fourth 
place.  During  the  export  control  years  of  BPU,  it  was  not 


54 


TIN  -  MARKETING  AND  INTERNATIONAL  COOPERATION 

uncommon  that  the  enterprise  could  not  meet  the  export 
quota  which  had  been  determined  by  the  Council.  That  im- 
plied that  the  enterprise  could  not  take  good  advantage  of 
price  increases  which  occurred  in  the  trade  cycles.  The  main 
reason  for  this  was  that  the  government  did  not  provide 
means  for  the  enterprise  to  grow  and  expand.  Up  to  1966 
only  a  small  part  of  the  enterprise's  export  proceeds  was 
designated  for  its  financing,  beginning  with  15%  then  m- 
creasing  to  25%,  45%  and  finally  to  60%  as  the  full  momen- 
tum of  hyperinflation  struck,  the  nation. 

A  solid  cost  accounting  was  very  difficult  to  accomplish. 
It  was  also  difficult  to  use  previous  figures  for  future  cal- 
culations and  forecasts.  The  issue,  then,  was  not  cost  ac- 
coundng  but  financing  means  in  general.  The  situation 
changed  only  with  the  arrival  of  a  new  political  order  in  1966 
after  which  the  government  quickly  assessed  the  situation 
properly  and  provided  the  enterprise  with  new  and  necessary 
means  to  improve  its  operations.  In  1967  the  enterprise 
received  75%  of  it  export  proceeds  for  financing,  85%  in 
1968,  and  finally,  90%  each  year  thereafter.  This  situation  was 
made  possible  only  by  a  stable  monetary  and  political 
climate.  The  dn  enterprise  then  began  to  undertake  reha- 
bilitadon  and  necessary  investment  so  as  to  begin  its  take-off 
phase.  Peak  producdon  (since  the  enterprise  became  a  state 
enterprise)  was  reached  in  1974  at  around  25,000  tons.  This 
figure,  however,  was  still  below  that  of  1954  (Is  it  possible 
that  this  is  due  to  depledon  in  dn  deposits?).  After  achiev- 
ing production  of  25,000  tons,  Indonesia  regained  her  third 
place  posidon  among  dn  producing  nadons.  In  terms  of  rin 
prices,  we  can  now  say  that  in  the  past  Indonesia's  dn  enter- 
prise paid  litde  attendon  to  cost  problems. 
Anti  ITA  groups  state  that  with  the  abolidon  of  control 
schemes  and  the  release  of  dn  to  free  market  compeddon, 
mining  enterprises  will  reap  large  profits,  e.g.  a  profit  of  £ 
200  mt  will  not  be  difficult.  What  is  our  response  to  this? 
When  a  shortage  begins  to  show  and  when  prices  begin  to 
show  an  increase,  usually  producers  fail  to  remember  that 
the  main  purpose  of  ITA  is  first  to  prevent  excessive  price 
fiuctuadon  over  an  extended  period  and  second,  to  secure 
adequate  dn  supply  at  price  that  are  fair  to  customers.  This 
means  that  controls  on  dn  market  should  not  be  inter- 
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preted  to  hold  only  at  times  when  there  are  big  surpluses 
observable  in  the  world  or  to  be  abolished  whenever  shor- 
tages occur.  Today,  that  is,  after  World  War  II,  ITA  has  as 
Its  goal  stabilization  of  prices  and  not  the  provision  of  price 
protection  as  in  ITA  before  the  war. 

Anti  ITA  groups  also  state  that  releases  from  GSA  stockpile 
bring  negative  effects  on  future  trends.  In  this  respect  we 
wish  to  emphasize  that  GSA's  influence  should  never  be 
taken  lightly.  We  must  therefore  take  note  of  GSA  stockpile 
as  a  reality  that  has  existed  for  a  long  dme  and  that  will  still 
affect  the  market  in  the  future.  We  must,  thus,  exploit  its 
positive  aspects  to  our  advantage  (see  page  49). 


ARGUMENTS  FOR  CONTINUING  MARKET  CONTROL 

The  strongest  argument  in  favour  of  continuing  controls  on 
the  tin  market,  or  an  argument  in  defense  of  ITA,  comes  from 
the  fact  that  in  terms  of  supply  and  demand  tin  is  very  inelastic. 
This  means  that  in  a  free  market  price  fluctuadon  can  easily 
come  from  small  changes  in  supply  and  demand.  In  terms  of 
demand,  elasticity  is  low  because  in  manufacturing  processes  tin 
represents  a  small  part  of  the  final  product.  Demand  on  tin  is 
therefore  classified  as  'derived  demand'. 

Due  to  the  low  elasticity  of  the  demand  for  tin,  a  normal 
fluctuation  in  tin  prices  does  not  bring  significant  effbcts  in  tin 
utilization  either  positively  or  negatively.  When  the  fluctuadon  is 
substantial  this  picture  is  conspicously  different.  Theoretically, 
we  can  say  that  in  the  context  of  certain  predetermined  price 
ranges  the  graph  of  demand  on  tin  shows  almost  a  vertical  line. 

Viewed  in  terms  of  supply,  tin  has  very  low  elasdcity  because 
extraction  of  dn  is  a  long  process  of  mining  and  processing  and 
the  necessary  means  and  equipment  are  not  flexible.  For  exam- 
ple, the  manufacture  of  a  bucket  dredge  which  requires  a  large 
capital  investment  takes  almost  three  years  from  the  beginning 
to  operational  status.  In  addition,  once  the  dredge  is  completed 
and  operadonal  its  use  is  limited  to  mining  and  can  only  be 
shifted  to  some  other  use  by  making  cosdy  modifications. 

With  the  establishment  of  controls  on  production,  supply 
can  be  adjusted  with  respect  to  demand  and  price  fluctuation 
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can  thus  be  minimized.  Since  the  majority  of  tin  producing 
nadons,  except  AustraUa,  are  economically  developing  nadons, 
dn  export  earnings  consdtute  an  important  item  in  these 
nadons'  income  and  balance  of  payments.  We  therefore  con- 
clude that,  based  on  the  foregoing  ideas,  control  on  the  dn 
market  is  beneficial  to  Indonesia;  floor  and  ceiling  dn  prices 
determined  by  the  Tin  Council  sdll  give  Indonesia  room  for 
manoeuverability. 


OUTLOOK 

In  the  context  of  the  previous  discussions,  we  benefit  from  it 
by  relating  those  ideas  to  the  problems  faced  by  the  tin  industry 
today.  We  know  that  "several  crises"  have  struck  the  world  for 
years  now.  The  world's  socio-economy  is  hit  by  one  crisis  after 
another,  every  one  of  which  is  interrelated  and  has  a  com- 
pounded effect  -  e.g.  the  monetary  crisis,  the  energy  crisis,  po- 
puladon  explosion,  etc.  In  matters  of  dn  commodides,  the  Tin 
Council,  pursuant  to  ITA's  goals,  establishes  export  controls  as 
the  last  resort  to  find  a  way  out  of  the  quagmire.  Actually,  export 
controls  have  been  too  often  put  into  effect  in  the  tin  industry. 
The  longest  period  of  control  was  1958-1960  which  was  intend- 
ed to  cope  with  a  flood  of  Soviet  Russian  dn  of  approximately 
15,000  tons.  Another  long  period  of  export  control  was  imposed 
by  the  Council  from  April  18th  1975  till  June  30th  1976  in 
response  to  the  uncertain  world  economic  situadon  described 
earlier  ("the  economic  recession"). 

The  estimated  supply  and  demand  posidon  during  the  first  3 
months  of  1975  shows  a  marginal  deficit,  but  because  of  the 
releases  by  the  GSA  and  the  sales  by  the  Bufferstock  Manager 
(43,000  tons  and  12,400  tons  during  the  last  two  years)  and  in- 
creases in  dn  exports  from  People's  Republic  of  China  to  the 
amount  of  12,000-15,000  tons,  there  was  an  oversupply  of  tin, 
causing  the  price  of  tin  to  drop  and  stay  for  a  long  dme  at  the 
lower  sector  of  the  price  range  (see  Tin  Council  paper  No.  16, 
488).  It  is  understandable,  therefore,  if  there  is  a  feeling  of 
helplessness  now  among  dn  producers  because  prices  do  not 
meet  their  expectadons.  In  Thailand,  Malaysia  and  Bolivia  (high 
cost  production  nations),  the  tin  industry  suffers  from  serious 
setbacks  due  to  prices  lower  than  expected. 
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Development  in  tin  prices  show  a  decreasing  trend  or  an  in- 
ignificant  increase.  In  such  a  situation  it  is  understandable  that 
there  is  a  resurgence  of  the  sentiment  that  it  would  be  better  if 
the  market  were  allowed  to  face  competition,  since,  in  fact  ex- 
port controls  are  not  effective.  There  is  another  sentiment' that 
asks  whether  or  not  we  need  mechanisms  to  be  used  as  founda- 
tion for  more  effective  international  cooperation.  This  opinion 
myites  deeper  thought  and  ideas  that  need  discussion  which  we 
will  not  deal  with  here.  On  the  first  proposal  -  i.e.  that  the 
market  be  freed  (meaning  no  controls)  -  we  present  the  follow- 
ing points  for  the  case  of  Indonesian  tin  industry. 

(a)  As   a   consequence   of  world   recession,   (1975-1976)  In 
donesia's  tin  enterprise  is  faced  with  a  complex  internal 
problem  that  has  a  chain  of  effects.  On  one  hand  the  enter- 
prise needs  a  large  source  of  capital  not  only  to  increase 
production  but  also  to  assure  that  the  production  quota  set 
by  the  government  can  be  achieved.  On  the  other  hand  Tin 
Smelting  Unit  (Unit  Peleburan  Timah,  PELTIM)  needs  a 
large   continuous   ore   supply   at   the   end   of  enterprise 
rehabilitation  and  the  expansion  program  to  fill  die  Unit's 
target  for  smelting  capacity.  If  diere  is  undercapacity,  the 
smelting  target  capacity  is  economically  unsound  which  is 
not  a  problem  if  there  are  no  export  controls.  However,  it  is 
because  of  export  controls  that  ore  supply  to  die  Smelting 
Unit  has  to  be  curtailed  in  accordance  with  die  decision  of 
the  Tin  Council.  Thus  metal  as  well  as  ore  already  registered 
in  the  Unit's  Warehouse  are  subject  to  the  export  control 
sanctions. 

(b)  We  hoped  that  the  earlier  picture  will  improve  at  the  end  of 
1976.  We  add  here  the  opinion  that  export  controls  on  the 
tin  market  are  beneficial  to  Indonesia's  future;  particularly  if 
these  controls  are  viewed  against  floorceiling  prices  deter- 
mined by  the  Tin  Council  and  against  the  probability  that 
marginal  mines  in  other  producer  nations  may  be  shut  down. 

CONCLUSION 

We  have  tried  earlier  to  put  forward  some  issues  as  the 
current  topic  in  the  context  of  international  cooperation  of  dn 
enterprises.  Hence  we  hope  that  we  have  provided  a  significant 
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illustration  or  information  needed  by  the  Top  Management  in 
making  up  a  long  range  program  and  adopting  the  right  policy. 
Consequently  some  conclusions  can  be  drawn  as  follows: 

1.  Tin  constitutes  a  commodity  which  is  susceptible  to  the  con- 
juncture development.  Boom  and  slump  are  a  common 
phenomenon  in  trade  cycles  which  should  be  followed 
carefully  and  reflected  as  much  as  possible  in  the  adopted 
policy.  Hence  the  company  need  to  adopt  a  well- 
programmed  and  thorough  planned  policy  related  to  its 
operadonal  policy  whenever  it  is  in  a  cash  surplus  or  short 
cash  position.  A  principle  in  mining  business  which  should 
not  be  overlooked  is  that  when  the  company  is  in  a  surplus 
cash  position,  mining  activities  should  be  concentrated  in 
'marginal'  areas  where  an  enormous  sum  of  money  is  need- 
ed. On  the  other  hand,  when  the  company  is  in  a  short  cash 
position,  compensation  should  be  sought  by  exploiting 
relative  rich  areas.  How  far  this  policy  is  applied  in  mining 
enterprises,  it  sdll  needs  more  thorough  explorations 
(through  transfer  of  its  land). 

2.  Mining  enterprises  are  basically  risky  undertakings  and  their 
activides  are  limited  by  the  life  time  and  depledon  of 
mineral  deposit,  but  usually  the  company  is  able  to  curb  the 
life  time  factor  for  it  depends  on  the  manager.  Thus  the 
company's  strategy  in  mining  has  to  go  hand  in  hand  with  the 
government's  general  strategy  in  terms  of  domesdc  resources 
policy.  The  crucial  point  is  whether  it  is  dme  for  the  present 
dn  company  with  a  producdon  of  25.000  mt  per  year  to  im- 
plement its  conservadon  policy.  Seen  from  the  point  of  view 
of  resource  potentials,  many  offshore  resources  are  sdll 
waiting  to  be  exploited  so  that  a  level  of  production  sounder 
than  the  present  position  can  be  achieved. 

3.  Most  of  the  ASEAN  member  countries  are  dn  producers 
such  as  Thailand,  Malaysia  and  Indonesia.  These  three  coun- 
tries produce  not  less  than  6096  of  the  world's  production. 
The  promotion  of  cooperadon  of  tin  mining  enterprises 
within  ASEAN  may  be  stressed  on  feasibility  studies  on 
economic  viability  of  accessory  minerals  such  as  xenotime, 
ilmenite,  rutile,  zircon,  columbite,  tantalite  and  Nb  and  Ta 
minerals;  and  of  associated  minerals  such  as  kaolin,  granite 
and  tin  slag,  and  that  includes  the  marketing  of  these 
minerals. 
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APPENDICES 


Tabel  I 


PRODUCTION  -  EXPORT  -  SALE 
I.  PRODUCTION 


Years 

1968 
1969 
1970 
1971 
1972 
1973 
1974 
1968-1974 
II.  EXPORT 
Years 

1968 
1969 
1970 
1971 
1972 
1973 
1974 
1968-1974 
in.  DELIVERIES 
Years 

1968 
1969 
1970 
1971 
1972 
1973 
1974 
1968-1974 
IV.  SALE  IN  USS 
Years 

1968 
1969 
1970 
1971 
1972 
1973 
1974 
1968-1974 

V.  TMNSFERS 
Yean 

1968 
1969 
1970 
1971 
1972 
1973 
1974 
1968-1974 


Tom 

16.939 
17.416 
19.091 
19.761 
21.761 
22.491 
25.023 


Tons 

16.820 
16.415 
17.488 
18.345 
19.878 
20.886 
22.692 


Tons 

16.442 
16.925 
17.989 
18.661 
18.982 
21.178 
21.981 


USS- 

56.279.717,- 
59.520.205,- 
64.663.065,- 
65.645.315,- 
75.666.315,- 
98.481.400,- 
180.281.789,- 


USS 


Increase 


Tom 

477 
1.675 

670 
2.000 

730 
2.532 
8.084 


Tom 

-I-  405 
1.073 
857 
1.533 
1.008 
1.806 
5.872 


Tom 

483 
1.064 

672 

321 
2.196 

803 
5.539 


USS 


3.240.488,- 
5.142.860,- 
982.250,- 
10.021.000,- 
22.815.085,- 
81.800.389,- 
124.002.072,- 


USS 


Increase 


Increase 


Increase 


2,82 
9,62 
3,51 
10,12 
3,35 
11,26 
47,72 


-/-  2,408 
6,537 
4,901 
8,36 
5,07 
8,65 
34,91 


2,94 
6,29 
3,74 
1,72 

11,57 
3,79 

33,69 


5,758 
8,641 
1,519 
15,270 
30,150 
83,060 
220,330 


Increase 


47.850.692,- 

52.974.169,- 

5.123.477,- 

10,707 

60.553.405,- 

7.579.236,- 

14,307 

63.650.848,- 

3.103.443,- 

5,125 

70.365.367,- 

6.708.519,- 

10,540 

90.602.567,- 

20.237.200,- 

28,760 

171.626.714,- 

81.024.147,- 

89.430 

123.776.022,- 

258.070 

Source:  PN  TIMAH. 
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Tabcl  IV 


PRIMARY 

WORLU   1  IN 

AND  CONSUMPTION  PRICE 

DEVELOPMENT 

DURING 

1946-1975 

Year 

World 

1  ncioncsiti 

VvOI  Itl 

Si  iml  I  IS/ 

Average  price 

production 

production 

consumption 

Deficit 

per  U.  yearly  £ 

1946 

86.700 

6.423 

111.000 

-/-  24.300 

a 00  7 

1947 

107.900 

15.936 

120.900 

-/-  13.000 

1^  1 ,0 

1948 

146.400 

30.613 

124.300 

22.100 

00  1,0 

1949 

157.400 

29.033 

109.400 

48.000 

0U0,o 

1950 

162.300 

32.102 

146.500 

15.800 

1951 

162.500 

30.986 

133.400 

29.100 

1  n7  7  S 

1952 

163.300 

35.003 

125.200 

38.100 

OAit  A 

1953 

170.100 

33.822 

125.900 

44.200 

791  7 

1954 

169.000 

35.861 

134.100 

34.900 

1  \  0  A 

1955 

168.000 

33.367 

143.900 

24.100 

n  An  1 
/  4U,  1 

1956 

166.400 

30.055 

149.800 

16.600 

787,7 

1957 

163.100 

27.723 

143.100 

20.000 

754,8 

1958 

115.800 

23.200 

136.200 

-/-  20.400 

734,9 

1959 

119.200 

21.613 

148.200 

-/-  29.000 

785,4 

I960 

136.500 

22.596 

162.200 

-/-  25.700 

796,6 

1961 

136.500 

18.574 

157.800 

-/-  21.300 

888,6 

1962 

141.700 

17.310 

160.900 

-/-  19.200 

896,5 

1963 

143.500 

13.155 

168.900 

-/-  25.400 

909,7 

1964 

149.200 

16.607 

176.600 

-/-  27.400 

1.239,4 

1965 

155.100 

14.935 

173.000 

-/-  17.900 

1.412,7 

1966 

167.100 

12.727 

175.700 

-/-  8.600 

1.295,8 

1967 

174.200 

13.819 

174.600 

200 

(1.205,6 

(1.353,3 

1968 

184.100 

16.940 

179.600 

4.500 

1.323,3 

1969='' 

179.200 

16.542 

186.600 

-/-  7.400 

1.451,3 

1970 

185.700 

19.092 

184.400 

1.300 

1.529,5 

1971 

186.000 

19.767 

189.100 

-/-  3.100 

1.437,4 

1972 

195.300 

21.766 

191.700 

3.600 

1.505,9 

1973 

185.700 

22.492 

210.400 

-/-  24.700 

1.960,4 

1974b) 

186.200 

24.629 

215.400 

-/-  19.200 

3.493,61 

Source: 

a)  Since  1969  in  mtons 

b)  Provisional 

c)  Exci.  USSR  and  People's  Rep.  of  China 


Source : 

1)  Statistical  Year  Booh  1968 

2)  Tin  Statistic  1963  to    1973  Dec.  1974 

3)  Tin  Statistic  Sept.  1975 

4)  Statistical  Supplement,  Oct.,  1974 
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Tiiiplalc 
Solder 

Bronsc  &  brass 
babbit 
While  mclal 
Type  metal 
Terne  metal 
IVIisc  Alloy 
Tinning 
Pipe  &  Tubing 
Bar  Tin 

Callopse  tube  &  Tin 

Chemicals 

Miscellanous 


29.500 
8.200 
3.500 
2.000 
1.400 
100 
100 
300 
2.000 
100 
1.100 
900 
700 
100 


50.000 


Source: 

International  Tin  Council  Statistical  Supplement, 


59.0 
16,4 
7.0 
4,0 
2,8 
0,2 
0,2 
0,6 
4,0 
0,2 
2,2 

1,8 
1,4 
0,2 


100 


1963 
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THE  ARCHIPELAGIC  PRINCIPLES 
AND  INDONESIA'S  INTERESTS 

A.S.  NATABAYA 


INTRODUCTION 

The  Republic  of  Indonesia  is  an  array  of  islands  stretching 
across  an  area  of  both  the  Indian  and  Pacific  Oceans  between  the 
continents  of  Asia  and  Australia.  For  this  reason  the  question  of 
defining  territorial  waters  is  of  paramount  significance  to  the  in- 
terests of  the  Indonesian  nation. 

When  Indonesia  proclaimed  its  independence  on  August  17, 
1945  the  Dutch  colonial  regulation  regarding  the  definition  of  its 
territorial  waters  -  i.e.  'Territoriale  Zee  en  Maritieme  Kringen 
Ordonantie  1939,  Stb.  442'  -  was  still  in  force.  It  should  be 
recognized  that  the  prior  Dutch  colonial  government  had  adhered 
to  a  concept  of  the  law  of  the  sea  which  was  fundamentally 
different  from  that  which  is  suited  to  Indonesia's  present  needs. 
The  Dutch  government's  concept  was  based  upon  its  position  as  a 
colonial  power.  Essentially  that  concept  was  as  follows :  control  of 
the  sea  was  based  upon  the  principle  of  'island  after  island',  each 
having  a  claim  to  territorial  waters  up  to  a  distance  of  three  miles 
from  shore  as  measured  from  the  ebb-tide  mark. 

If  the  Republic  of  Indonesia  were  to  continue  to  adhere  to  the 
above  definition,  it  would  imply  that  Indonesia  is  not  one  in- 
tegrated unity,  but  rather  an  aggregation  of  insular  territories. 
However,  for  a  period  of  twelve  years  the  status  quo  remained  in 
practice  along  with  the  implication  that  the  waters  located  between 
islands  —  but  more  than  three  miles  from  the  shore  of  any  island  — 
were  not  under  the  sovereignty  of  the  Republic  of  Indonesia.  This 
situation  was  finally  altered  by  the  Djuanda  Declaration  on 
December  13,  1957  which  s.tated: 
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around  .  consideration,  the  government  states  that  all  waters 

round,  between  and  connecting  the  islands  or  parts  of  the  islands  belonging^  S, 
ndones,an  Arch.pelago  .rrespective  of  their  width  or  dimension  are  proper  parts  of 

the  internal  or  National  area  which  is  under  the  indisputable  sovereignty  ofTndo 

aTand     f      '^'7'  °"  '""^  ^^'P^  "'^  guaranteed  a  long 

a    and  as  far  as  ,t  does  not  contradict/interfere  with  the  sovereignty  and  safety  of  tJe 
State  of  Indonesia.  The  dehmitadon  of  the  territorial  sea,  with  a  width  of  12  nautiS 
™les  shall  be  measured  rom  straight  base  lines  connecdng  the  outermost  poinu  o 
the  islands  of  the  Republic  of  Indonesia."'  ^ 

The  above  declaration  was  a  real  breakthrough  with  regard  to 
the  estabhshment  of  the  Law  of  the  Sea  which  called  forth  protests 
from  big  powers  such  as  the  U.S.  and  Japan.^  In  order  to  streng- 
then the  legal  basis  of  the  declaration,  the  Indonesian  govern- 
ment promulgated  Law  No.  4  1960  the  contents  of  which  were 
similar  to  the  original  declaration  of  1957. 


THE  ARCHIPELAGO  PRINCIPLE  WITHIN  THE  FRAME 
WORK  OF  INTERNATIONAL  LAW 

At  this  point  there  has  still  been  litde  discussion  of  die 
archipelago  principle  as  compared  with  the  status  of  the  principle 
of  the  width  of  territorial  waters  in  international  law.  Essentially 
the  Archipelago  Principle  may  be  viewed  from  two  different 
perspectives : 

1.  From  the  theoretical  perspective;  and 

2.  From  the  practice  of  states 

We  will  begin  with  a  survey  of  the  developments  which  have 
laid  the  basis  for  the  theoretical  framework  of  the  concept.  In  1889 
a  Norwegian  scholar  named  Aubart  suggested  -  in  vain  -  tiiat  the 
boundaries  of  the  territorial  waters  of  the  coastal  archipelagoes  be 
reviewed  at  a  meeting  of  the  'Institute  de  droit  international'  in 
Hamburg.^  After  an  intensive  study  in  1927  and  1928  the  institute 
finally  came  up  with  a  new  theory  that  islands  should  be  viewed 
as  one  unity,  and  it  stipulated  the  following: 

1.    die  distance  between  the  islands  should  not  be  further  apart 
from  each  other  than  twice  the  breadth  of  marginal  sea; 

1  Marjoris  M.  Whiteman,  Digest  of  International  Law,  p.  284 

2  Ibid.,  p.  284-285 

3  Sumitro  L.S.  Danuredjo,  op.cil.,  p.  84 
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2.  the  distance  between  the  mainland  and  the  closest  lying  islands 
should  not  be  further  apart  from  each  other  than  twice  the 
breadth  of  marginal  sea. 

In  1924  a  meeting  was  held  by  the  International  Law  Associa- 
rion  in  Stockholm.  At  that  meeting  a  scholar  named  Alvarez 
proposed  to  view  an  archipelago  as  one  unit  where  each  island  has 
no  territorial  waters.  He  further  proposed  that  the  extent  of  the 
marginal  sea  of  6  nautical  miles  should  be  measured  from  the 
islands  most  distant  from  the  center  of  the  archipelago. 

Alvarez's  proposal  was  rejected,  but  in  1925  at  a  meeting  held 
by  the  Institute  de  droit  International,  it  was  discussed  again,  and 
yielded  the  following  resolution: 

". . .  in  the  case  of  Archipelago,  the  group  of  islands  should  be  considered  as  one  unit 
and  the  extent  of  marginal  sea  measured  from  the  outermost  islands  provided  that  the 
islands  and  islets  are  further  apart  from  each  other  than  twice  the  breadth  of  terri- 
torial sea."* 

In  1926  the  American  Institute  of  International  L?w  proposed 
a  formulation  regarding  the  archipelago  as  an  integral  unit  which 
was  not  very  different  from  that  proposed  by  Alvarez.  The  sole 
difference  was  that  the  Institute  specified  no  definite  limit  other 
than  that  the  marginal  sea  be  measured  from  the  outermost  islands 
of  the  archipelago's  straight  base  line. 

In  1929  the  Harvard  Research  Draft  on  Territorial  Waters 
suggested  that  the  principles  of  sovereignty  over  territorial  waters 
with  a  breadth  of  three  miles  based  on  the  island  after  island  con- 
cept was  also  applicable  to  the  archipelago,  except  where  the  outer 
fringe  of  the  islands  is  really  its  constituent  so  that  it  will  form  one 
complete  'belt  of  marginal  seas.'* 

In  1930  the  German  lawyer,  Schucking,  submitted  a  draft 
proposal  to  the  International  Law  Codification  Conference  in  the 
Hague.  Acting  on  behalf  of  a  committee  of  experts,  he  proposed 
the  determination  of  the  islands  of  the  archipelago  as  one  unit, 
measuring  the  width  of  the  territorial  sea  from  the  islands  most 
distant  from  the  center  of  the  archipelago.^ 


4  Mochtar  Kusumaatmadja:  "Regime  of  Archipelago:  Problems  and  Issues".  Lecture 
given  at  The  Sea  Institute,  Kingston,  Rhode  Island,  June  1972,  Proceedings  Law  of  the 
Sea  Institute,  1972,  p.  167;  re-published  in  Tiipanca  Warga  Unpad  in  1972,  p.  167 

5  American  Journal  of  International  Law,  special  supplement  to  Vol.  23  (1929),  p.  260-262 

6  Sumitro  L.S.  Danuredjo,  op.cil.,  p.  85 
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In  response  to  these  proposals  that  the  waters  within  an  archi- 
pelago be  viewed  as  internal  waters  or  as  marginal  sea  several 
governments  expressed  a  variety  of  opinions  before  reaching  a 
compromise  -  i.e.  that  an  archipelago  should  be  viewed  as  one  uniU 

Scholars  have  also  expressed  varied  opinions  on  the  status  of 
the  Archipelago  Principle.  In  his  book,  The  Law  of  Territorial  Waters 
and  Maritime  Jurisdiction,  Philip  C.  Jessup  wrote  that  "in  the  case  of 
archipelagoes,  the  constituent  islands  are  considered  as  forming  a 
unit  and  the  extent  of  territorial  waters  is  measured  from  die  island 
farthest  from  the  center  of  die  archipelago.""  Fritz  Munch  die 
German  scholar  and  author  of  Die  Technischen  Fragen  des 
Kustemeeres,  claimed  that  it  was  possible  to  derive  a  formula  for 
treadng  a  group  of  islands  as  a  single  unit.  His  "rounding  out  for- 
mula" (Abrundungs  theorie)  states  diat  "a  group  of  islands  can  be 
rounded,  if  the  total  extent  of  die  islands  does  not  exceed  four 
dmes  the  distance  between  the  islands."^ 

One  of  the  most  detailed  formulations  was  that  put  forward  by 
die  Norwegian  lawyer,  Jens  Evensen,  in  his  preparatory  draft  for 
the  UN  Law  of  the  Sea  Conference  in  1958.  His  proposal  concer- 
ning oudying  archipelagoes  suggested  diat: 

1.  "In  die  case  of  an  archipelago  which  belongs  to  a  single 
state  and  which  may  reasonably  be  considered  as  a  whole, 
die  extent  of  the  territorial  sea  shall  be  measured  from  die 
outermost  islands  and  islets  of  the  archipelago's  straight  base 
line  as  provided  for  under  Ardcle  5  which  may  be  applied 
for  such  delimitation. 

2.  The  waters  situated  between  and  inside  die  constituent 
islands  and  islets  of  die  archipelago  shall  be  considered  as 
internal  waters  widi  die  exceptions  set  fordi  under  para- 
graph 3  of  this  article. 

3.  Where  the  waters  between  and  inside  the  islands  and  islets  of 
an  archipelago  form  a  strait,  such  waters  can  not  be  closed  to 
die  innocent  passage  of  foreign  ships". 


7  Ibid.,  p.  85 

8  Philips  C.  Jessup,  The  Law  of  Territorial  Waters  and  Maritime  Jurisdiction,  p.  456-457 

9  Mochtar  Kusumaatmadja,  op.dt.,  p.  167 
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His  proposal  also  made  provision  for  an  alternative  method  of 
determining  the  outermost  limits  based  upon  the  use  of  a  mixed 
system  of  straight  base  line  and  arcs  of  circles.'" 

When  viewed  from  the  perspective  of  state  practice  matters 
concerning  the  Archipelago  Principle  usually  distinguish  between 
Coastal  Archipelagoes  and  Outlying  Archipelagoes.  Some  ex- 
amples of  state  practice  concerning  Coastal  Archipelagoes  may  be 
seen  in  the  cases  of:  Denmark's  Neutrality  Decree  of  January  27 
1927-  Sweden's  Customs  Regulations  of  October  7,  1927;  and 
Nomay's  Royal  Decree  of  1935,  followed  by  the  Royal  Decree  of 
1952  which  specified  detailed  base  points  and  base  lines  along  the 
Norwegian  coast. 

Recognition  of  the  Coastal  Archipelago  Principle  by  inter- 
national law  was  confirmed  by  the  International  Court  of  Justice  in 
its  decision  in  the  case  of  the  Anglo-Norwegian  Fisheries  m  l 951 
and  by  the  stipulation  on  the  use  of  die  straight  base  line  which  was 
included  in  the  1958  Geneva  Convention  on  Territorial  Sea  and 
Contiguous  Zone  (see  Article  4  of  that  convention). 

Among  the  countries  whose  state  practice  has  helped  to  es- 
tablish die  Outlying  Archipelagoes  Principle  are  Equador  (die 
Galapagos  Islands),  the  Philippines,  Iceland,  die  Faroes  Fiji  and 
Indonesia  which  have  all  adopted  the  one  unit  principle  of  the 
archipelago.  In  die  case  of  Equador  the  one  unit  principle  has 
been  appUed  since  die  governmental  decree  of  February  21, 
1951."  The  Philippines  bases  its  claim  to  the  legitimacy  of  die  Out- 
lying Archipelago  Principle  on  die  Treaty  of  Paris  between  die  USA 
and  Spain  of  December  10,  1898'*  and  die  agreement  between  USA 
and  England  of  January  2,  1930.'^  The  Faroe  Islands'  claim  is  bas- 
ed on  Article  II  of  the  Treaty  between  Great  Britain  and  Denmark 
in  1902.'' 


10  Ibid.,  p.  167 

11  Ibid.,  p.  168 

12  Ibid.,  p.  168 

13  Marjorie  M.  Whiteman,  op.cit.,  p.  276 

14  Ibid.,  p.  283 

15  Ibid.,  p.  263 

16  Ibid.,  p.  276 
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Iceland's  claim  to  treatment  as  a  single  unit  under  the  Out 
lymg  Archipelago  Principle  is  to  be  found  in  the  re^ons  issued 
by  hat  government  on  March  19.  1952 Fiji's  ckim  to  s 

s'TbTd  r        •''^P"^''^  ^^P"^^^'  repreientadvT  to 

Seabed  Committee  at  its  Summer  Session.-  An  additional  claim  to 

it  bvThT"""  °f^he  Archipelago  Principle  was  put  fonvardloTnt 
y  by  that  country,  Indonesia,  Mauritius  and  the  Philippines  o  the 

Hoor  r"T.".  °f      S-bed  and  the  Ocean 

I  at  tK  S  f"°-Uurisdicdon  (Sub- Committee 

I  at  the  First  Session  March  5-April  6,  1973).-  As  stated  above 
Indonesia  s  imtial  statement  of  the  Archipelago  Principle  wa; 
made  m  the  Djuanda  Declaradon  of  December  13,  1957  and  la"e 
ZTZVllT        '  ''''  ent  Regult 


fairly  large  number  of  countries  based  upon  the  Archipelago  Prin- 

Xcil^Thi;  1  r        r -plement^atiol  of  ^at 
pr  nciple.  This  lack  of  uniformity  may  be  seen  in  die  mediods  of 
delimitation  which  are  employed  and  is  probably  derived  from  die 
variety  of  purposes  for  which  die  principle  is  employed.  While 
most  countries  make  use  of  die  principle  for  die  protection  of 
resources  such  as  oil  rights  and  fisheries,  die  Philippines  and  Indo- 
nesia use  It  for  more  diverse  purposes.  Almost  all  of  die  above 
mentioned  countries  use  the  straight  base  line  mediod  widi  die  ex- 
ception of  the  Philippines  and  the  Faroes.-  There  are,  however 
differences  in  the  implementation  of  die  straight  base  line  mediod 
and  in  this  respect  both  Iceland  and  Fiji  are  considered  less  ex- 
treme than  Indonesia.^! 

It  should  not  be  surprising  diat  die  countries  whose  state  prac- 
tices have  been  outlined  above  have  also  chosen  to  defend  die 
Archipelago  Principle  and  to  lobby  for  its  more  widespread 
recognition  in  international  legal  forums.  For  example  die  issue 
was  raised  unsuccessfully  at  the  Hague  Codification  Conference  on 

17  Ibid.,  p.  278 

18  Mochtar  Kusumaatmadja,  op.cit..  p.  166 

19  International  Legal  Materials,  p.  581 

20  International  Legal  Materials,  p.  581 

21  Mochtar  Kusumaatmadja,  op.cit.,  p.  151 
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maritime  law  in  1930  where  the  Preparatory  Committee  offered 
the  following  draft  article  on  the  Archipelago  Principle  as  the  basis 
of  discussion: 

"In  the  case  of  a  group  of  islands  which  belong  to  a  single  state,  and  the  circum- 
ference oTthe  grofp  are  not  separated  from  one  another  by  more  than  tw.ce  the 
breadth  territodal  waters  shall  be  measured  from  the  outermost  tsland  of  the  group. 
Waters  included  within  the  group  shall  also  be  territorial  waters. 
The  same  rule  shall  apply  as  regards  islands  which  lie  at  a  distance  from  the  mamland 
not  greater  than  twice  the  breadth  of  territorial  waters."" 

At  the  Geneva  Conference  on  the  Law  of  the  Sea  in  1958 
proposals  for  the  recognition  of  the  straight  base  line  method  for 
determining  archipelagic  territorial  waters  were  also  put  torward, 
but  die  Internadonal  Law  Commission  failed  to  include  them  in 
its  draft.  One  of  the  most  recent  efforts  was  the  above  men- 
tioned paper  which  was  jointly  presented  by  Fiji,  Indonesia, 
Mauritius  and  the  Philippines  to  the  UN  Committee  on  the 
Peaceful  Uses  of  the  Seabed  and  Ocean  Floor  in  1973."  The 
paper  dealt  with  the  following  three  issues: 

"Principles 

1.  An  archipelagic  state,  whose  component  islands  and  other 
natural  features  form  an  intrinsic  geographical,  economic  and 
political  entity,  historically  have  or  may  have  been  regarded  as 
such,  may  draw  straight  base  lines  connecting  the  outermost 
points  of  the  outermost  island  and  drying  reefs  of  the  archi- 
pelago from  which  the  extent  of  the  territorial  sea  of  the  archi- 
pelagic state  is  or  may  be  determined. 

2.  The  waters  within  the  base  lines,  regardless  of  their  depth  or 
distance  from  the  coast,  the  seabed  and  subsoil  thereof  and  the 
superjacent  airspace,  as  well  as  all  their  resources,  belong  to 
and  are  subject  to  the  sovereignty  of  the  archipelagic  state. 

3.  Innocent  passage  of  foreign  vessels  through  the  waters  of  the 
archipelagic  state  shall  be  allowed  in  accordance  with  its 
national  legislation,  having  regard  to  the  existing  rules  of  in- 
ternational law.  Such  passage  shall  be  through  sealines  as  may 
be  designated  for  that  purpose  by  the  archipelagic  state."" 


22  Ibid.,  p.  151 

23  Ibid.,  p.  151/152 

24  International  Legal  Malerids.  p.  58 
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From  the  above  description  of  the  development  of  the  Archi 

retea  to'cT  t  f         '  i  ^^^^^  applicItiL 

respect  to  coastal  archipelagoes  has  been  accepted  bv  inter 
national  legal  circles  (as  demonstrated  by  the  above  ment  on ed 

been  reached       ft  ^^^h  consensus  has 

1.T  f  application  to  oudying  archipelagoes  This 

lack  of  consensus  in  d.e  latter  case  may  well  be  due  to  die  ack  of 
uniformity  in  the  implementation  of  the  principle  by  the  vartus 
countries  concerned.  It  is  thus  clear  diat  one  med.od  for  galT^ 
acceptance  of  diat  application  of  the  principle  is-for  IndoneS  and 
t  h  -^-h  --^-e  to  make  boundary  dZs  on^ 

for  soT  P""-Pl-to  consolidate  their  effort7and  search 

he  prrcinTr  "-^^^  -  their  apphcadon  of 

?J^artre  tnl[°.  "  °'  '''''''''  -  ^ome 

detail  the  application  of  the  principle  in  the  case  of  one  of  die 
concerned  countries,  Indonesia.  c  or  me 

TERRITORIAL  WATERS  OF  INDONESIA 

.n/l'"^"K°"^'^  P"°'  '°  Declaradon  of  1957 

and  the  subsequent  Law  No.  4  1960  the  demarcation  of  Indo- 

statut^  ^^''^  "P°"  Colonial 

sfh  I  J.  ^^'^"""^l^^f  Maritieme  Kringen  Ordonantie  1939, 
Mt>.  442  -  which  mcluded  among  its  provisions  die  following 


terms: 

First,  'De  Nederlandsh-Indische  Territoriale  Zee 


comprises : 


1 .  temtonal  waters  widiin  diree  miles  of  the  low  water  mark  sur- 
rounding the  islands  under  die  Dutch  East  Indies  except  if 
there  are  other  regulations  in  force  and 

2.  territorial  waters  within  diree  miles  of  die  low  water  mark  sur- 
rounding the  islands  under  the  Dutch  East  Indies  situated 
within  the  boundaries  of  anchorage. 

Second,  "Het  Nederlandsch  Indische  Zee  gebied"  which  in- 
cludes the  Dutch  East  Indies  Territorial  Waters  plus  a  number  of 
shores  bays,  straits,  river  mouths  and  canals  stretching  out 
towards  the  territorial  seas  from  inland. 
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Third,  "De  Nederlandsch  Indische  Binnenlandsche  Wateren" 
which  includes  the  waters  situated  inland  from  the  Dutch  East  In- 
dies Territorial  Seas  including  all  rivers,  canals,  lakes  and  ponds. 

Fourth,  "De  Nederlandsch  Indische  Wateren!'  which  is  the 
Dutch  East  Indies  Territorial  Seas  including  the  Dutch  East  Indies 
waterways." 

The  above  provisions  of  the  Dutch  colonial  statute  were  based 
upon  existing  earlier  stipulations.  It  is  generally  recognized  that 
earlier  versions  of  die  Internadonal  Law  of  the  Sea  were  based 
upon  European  practice  and,  dierefore,  greatly  benefited  the 
colonial  powers.  Given  the  changes  which  had  taken  place  in 
political  geography  and  modern  technology,  die  Law  of  the  Sea 
was  in  need  of  revision.  In  the  case  of  Indonesia  the  first  such  revi- 
sion came  in  the  form  of  the  Djuanda  Declaration  of  December 
1957  which  stated  that  "all  connecting  seas  situated  around  or 
between  the  cluster  of  Indonesian  Islands,  regardless  of  their  size 
or  dimension,  are  an  integral  part  of  the  Maritime  Territories  and 
should  by  right  belong  to  Indonesia."^^  It  was  further  stipulated 
that  "the  delimitation  of  the  territorial  sea,  with  a  width  of  12 
nautical  miles,  shall  be  measured  fi-om  straight  base  lines  connec- 
ting die  outermost  points  of  the  islands  of  the  Republic  of  Indo- 
nesia.  " 

These  principles  were  reformulated  and  provided  with  a  firmer 
legal  standing  by  Law  No.  4  I960.  Article  1  of  that  law  states: 

1 .  The  Indonesian  waters  consist  of  the  territorial  sea  and  the  in- 
ternal waters  of  Indonesia. 

2.  The  Indonesian  territorial  sea  is  a  maritime  belt  with  a  width  of 
twelve  miles,  the  outer  limit  of  which  is  measured  per- 
pendicular to  the  base  lines  or  points  on  the  base  lines  which 
consist  of  straight  lines  connecting  the  outermost  islands  or 
parts  of  such  islands  comprising  Indonesian  territoi-y  with  the 
provision  that  in  case  of  a  strait  with  a  width  of  not  more  than 
twenty- four  nautical  miles  and  Indonesia  is  not  the  only 
coastal  state,  the  outer  limit  of  the  Indonesian  territorial  sea 
shall  be  drawn  at  the  middle  of  the  strait. 

25  Sumitro  L.H.  Danuredjo,  op.dt.,  p.  43 

26  Ibid.,  p.  104 

27  Marjorie  M.  Whiteman,  op.dt.,  p.  284 
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4. 


Indonesian  internal  waters  are  all  waters  lying  within  the  base 
line  mentioned  in  paragraph  2. 

One  nautical  mile  is  calculated  at  the  rate  of  60  to  one  degree 
of  latitude. 

With  the  passage  of  this  law  (and  dating  back  to  the  earlier 
declaration)  it  is  clear  that  die  Indonesian  government  has  sought 
recognition  of  its  territory  as  an  outlying  archipelago  forming  a 
smgle  integral  unit.  This  constitutes  a  demand  for  control  over: 
1)  entrance  into  Indonesian  waters  and  the  use  of  those  waters  for 
whatever  purpose;  and  2)  die  carrying  out  of  activities  within  die 
Indonesian  Maritime  Territories.^'  These  demands  are  based  upon 
several  motivations. 

Historically  Indonesia's  claim  to  the  entire  archipelago  and  die 
seas  which  are  encompassed  by  it  dates  back  for  hundreds  of  years. 
Approximately  two-diirds  of  the  entire  area  which  is  covered  by 
diat  claim  is  made  up  of  die  seas  which  join  the  more  dian  diree 
diousand  islands  of  the  archipelago.  It  is  quite  common  to  regard 
die  sea  as  a  political-geographic  factor  which  forms  a  natural 
boundary  between  nations  and  peoples.  This  is  at  odds  widi  bodi 
Indonesian  history  and  contemporary  practice  wherein  die  sea  has 
always  been  regarded  as  the  most  viable  communication  link 
between  die  peoples  of  the  various  islands  and,  dius,  as  a  unifying 
factor.  Even  the  Indonesian  word  for  homeland,  'tanah  air', 
(literally:  land  and  water)  signifies  die  traditional  link  between  die 
islands  and  the  sea. 

Politically  Indonesia  is  also  in  the  process  of  strengthening  her 
national  resilience.  Efforts  in  diis  direction  will  only  be  successful  if 
the  feeling  of  national  unity  and  integrity  in  die  ideological, 
political  and  socio-economic  fields  is  maintained.  In  this  respect 
Indonesia's  claims  as  an  integral  outlying  archipelago  are  vital. 
During  the  colonial  period  the  Dutch  recognized  a  Law  of  the  Sea 
whereby  territorial  waters- were  measured  from  the  shores  of  each 
island  independently  and  this  resulted  in  the  creation  of  a  free  zone 
area  between  the  islands  of  present  day  Indonesia.  If  diat  practice 
were  to  be  continued  today  the  unity  of  the  country  would  be 
threatened.  Difficulties  in  the  fields  of  national  defense,  control  of 
customs,  immigration  and  health  would  arise. 


28  Sumitro  L.H.  Danurcdjo,  op.cil.,  p.  43 
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One  example  of  the  importance  of  the  Archipelago  Principle 
economically  may  be  seen  with  regard  to  the  fishing  industry.  In 
Indonesia  a  large  number  of  people  draw  their  livelihood  from  the 
boundful  supply  of  fish  in  the  surrounding  seas.  It  should  also  be 
noted  here  that  Indonesia's  fishing  industry  is  less  advanced  with 
respect  to  both  facilities  and  the  technology  than  developed  coun- 
tries such  as  the  U.S.  and  Japan.  Adoprion  of  the  Archipelago  Prin- 
ciple helps  Indonesia  to  protect  her  fishing  industry  which  is  also  a 
precious  nadonal  resource. 

Evidence  of  the  security  risks  entailed  in  the  maintenance  of 
inter-island  free  zones  may  be  drawn  from  Dutch  experience  at  the 
outbreak  of  the  Second  World  War  against  Japan.  The  ineffective- 
ness of  Dutch  control  of  the  inter-island  seas  at  that  dme  allowed 
Japanese  spies  to  operate  quite  freely  without  detection.^'  In  the 
absence  of  strict  nadonal  control  of  these  inter-island  seas  the 
threat  of  espionage  and  subversion  from  outside  would  continue 
to  threaten  Indonesia's  national  security.  More  serious  than  the 
threat  of  espionage  and  subversion  is  the  danger  entailed  in  the 
right  of  entry  which  foreign  naval  vessels  could  claim  in  the  case  of 
inter-island  fi-ee  zones.  Clearly  such  rights  of  free  entry  would  pose 
a  serious  threat  to  Indonesian  security. 

INDONESIAN  EFFORTS  TO  GAIN  ACCEPTANCE  OF  THE 
ARCHIPELAGO  PRINCIPLE 

The  preceding  section  on  Indonesian  practice  with  regard 
to  control  of  the  sea  raises  the  question  as  to  whether  that  practice 
either  violates  or  contradicts  existing  international  law.  Here  we 
may  cite  three  potential  problem  areas:  1)  claims  to  a  twelve  mile 
limit  to  territorial  waters;  2)  the  straight  base  line  system 
employed  for  demarcation;  and  3)  the  Archipelago  Principle. 

Claims  to  a  twelve  mile  limit  to  Indonesia's  territorial  waters 
have  ceased  to  be  a  problem  since  there  are  now  at  least  44  coun- 
tries which  lay  claim  to  and  recognize  the  twelve  mile  limit.'"  Since 
the  Internadonal   Court's  decision  in   the  Anglo- Norwegian 


29  Ibid.,  p.  38 

30  According  survey  dated  October  1,  1969  (U.S.  Dept.  of  State  Geographic  Bulletin,  revis- 
ed October  1969,  p.  28/29)  (Uw  State  p.  73/74). 
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Fisheries  Case  of  1951  the  Straight  Base  Line  System  has  been 
accepted  and  was  later  included  in  Chapter  4  of  the  Convention  on 
Territorial  Seas  and  Contiguous  Zones.  What  continues  to  pose  a 
problem  is  that  many  countries  continue  to  refuse  to  recognize  the 
Oudying  Archipelago  Principle.  In  the  case  of  this  issue  we  need  to 
take  a  close  look  at  how  Indonesia  has  attempted  to  cope  with  diis 
lack  of  recognition. 

Both  the  Djuanda  Declaration  and  Law  No.  4  1960  were 
greeted  with  objections  from  several  countries  whose  own  interests 
were  best  served  by  die  old  colonial  regulations.  This  was  true,  for 
example,  in  the  case  of  Japan  whose  large  fishing  fleet  had  long 
enjoyed  free  access  to  the  rich  fishing  grounds  in  and  around 
Indonesia.  With  the  new  claims  to  greatly  expanded  territorial 
waters  by  Indonesia  die  Japanese  fishing  fleet's  freedom  of  move- 
ment in  the  area  was  restrained  considerably. 

The  right  to  free  passage  through  the  narrow  Straits  of  Malacca 
which  lies  between  the  Indonesian  island  of  Sumatera  and  the  west 
coast  of  the  Malaysian  peninsula  has  also  been  a  source  of  friction 
with  several  of  die  Super-powers.  After  the  interference  of  die  US 
and  USSR  in  a  recent  Middle  East  clash  both  of  them  sent  war- 
ships cruising  through  die  Straits  in  open  defiance  of  Indonesian 
and  Malaysian  claims  to  diose  waters.  (The  Straits  of  Malacca  have 
been  divided  and  jointly  claimed  as  constituting  territorial  waters 
of  the  two  countries  since  the  Emergency  Ordonance  of  1969 
whereby  Malaysia  claimed  diat  her  territorial  waters  there  were 
equal  to  those  of  Indonesia).*' 

Faced  with  the  above  challenges  to  stated  policy,  the  Indo- 
nesian government  has  been  pressed  to  develop  a  strategy  which 
will  aid  in  the  protection  of  Indonesian  interests  and  help  in 
promoting  wider  acceptance  of  the  outlying  Archipelago  Principle 
on  which  that  policy  is  based.  To  date  that  strategy  has  been  a 
piecemeal  effort  to  gain  the  sympathy  of  other  countries  while,  at 
the  same  time,  trying  to  avoid  open  opposition  to  Indonesia's 
specific  application  of  the  Archipelago  Principle."  Those  efforts  to 
uphold  Indonesia's  application  of  the  principle  have  thus  far 
produced  several  notable  achievements:  1)  Indonesian-Japanese 


31  "Tempo"  magazine,  November  10,  1973 

32  Priyama  Abdurrasyid,  op.cit.,  p.  145 
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Fishing  Agreement  of  1968;  2)  Foreign  capital  investments  in  the 
fishing  industry;  3)  Pertamina's  Joint  Venture  activities  in  drilling 
for  ofF-shore  oil  and  natural  gas  via  production  sharing  and  work- 
ing contract  arrangements  with  foreign  oil  companies;  and 
4)  Bilateral  agreements  regarding  the  Continental  Shelf. 


a.  The  Indonesian-Japanese  Fishing  Agreement  of  1968 

Japanese  fishing  operations  in  Indonesian  waters  which  are 
conducted  on  a  large  scale  with  die  use  of  modern  efficient  equip- 
ment have  long  been  a  cause  of  concern  for  the  local  small  scale 
fishing  industry.  The  major  fear  has  been  that  the  fishing  grounds 
which  are  accessible  to  the  unsophisticated  equipment  used  by 
most  Indonesian  fishermen  will  be  depleted  by  such  massive 
operations.  Despite  the  passage  of  Law  No.  4  1960  the  Japanese 
continued  to  conduct  these  fishing  operations  in  violation  of  its 
provisions  and  several  incidents  occurred.  Despite  the  Japanese 
claim  that  the  provisions  of  the  old  Law  of  the  Sea  were  still  in 
effect,  they  agreed  to  meet  with  Indonesian  representatives  to  dis- 
cuss the  matter.  At  a  meeting  between  the  two  parties  which  was 
terminated  on  July  27,  1968  an  "Intern  Agreement"  was  reached 
which  authorized  Japanese  fishing  boats  to  continue  to  launch 
operations  in  Indonesian  waters  upon  the  payment  of  a  fee.^'  This 
agreement  was  renewed  and  its  validity  extended  in  July  1969,  in 
1970  and  again  on  July  27,  1973.  The  last  of  these  renewals  was 
valid  for  a  year  and  stipulated  that  further  renewal  was  limited  to 
one  more  year  with  an  expiration  date  of  July  26,  1975.^* 

One  of  the  major  accomplishments  of  those  talks  between 
Indonesia  and  Japan  was  that  both  parties  agreed  not  to  raise 
issues  concerning  their  respective  territorial  seas.  This  constitutes  a 
tacit  recognition  on  the  part  of  Japan  of  Indonesia's  application  of 
the  Oudying  Archipelago  Principle  as  formulated  in  Law  No.  4 
1960. 

b.  Foreign  Capital  Investment  in  the  Fishing  Industry 

Indonesia's  new  economic  policy  permits  and  welcomes  the  in- 


33  Ibid.,  p.  130 

34  Interview  with  Mr.  Kahono  Dir.  KSTLN  Ministry  of  Foreign  AfTairs  also  see  Press 
Release  Ministry  Foreign  Affairs  RI  No.  7  1/PR/73/18/III 
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TedX  in  f  ^    f  '  ^^'^  ^'"^^  of  industries  and  is  es- 

pecially in  favor  of  such  investment  in  the  fishing  industi^ 
Among  the  firms  which  have  responded  favorably  to  the  inJen' 
nves  provided  have  been  the  Japanese  firms  of^Mitsui  Toyo 
Manka  Mitsubishi  and  Ni-saho-Iwai.«  Among  the  ac^itlsTn 
which  these  firms  have  engaged  is  the  establishment  of  fisheries  in 
Indonesian  waters  Since  the  operadons  of  such  firms  in  Indo- 
nesia are  regulated  by  the  exisdng  laws  and  other  statutes  of  the 
Republic  of  Indonesia  this  has  also  constituted  a  tacit  recognition 
of  die  Archipelago  Principle  contained  in  Law  No.  4  1960. 

c.  Pertamina's  joint  venture  activities 

The  removal  of  the  concession  rights  of  foreign  companies  es- 
pecially in  oil,  and  the  appointment  of  Pertamina  as  die  authorised 
state-run  company  gives  die  company  access  to  joint  ventures 
production  sharing  and  working  contracts,  which  were  previously 
managed  by  foreign  , firms.  A  clear  evidence  of  their  acceptance  of 
toreign  companies  of  dieir  arrangement  is  of  Indonesia's  right,  on 
her  territorial  waters.  Thus  all  dieir  joint  ventures  held  within  die 
Indonesian  territory  are  based  on  die  Law  of  die  Sea  No.  4  of  1960 
Another  evidence  is  clear  in  their  compliance  widi  the  immigra- 
tion, custom  and  taxation  laws  of  Indonesia.  This  confirms  die 
direct  and  indirect  recognition  from  die  other  countries  of  die 
archipelago  principle. 

d.  Agreements  regarding  the  Continental  Shelf 

The  governments  measures  towards  the  upholding  of  die 
Archipelago  principles,  is  die  forming  of  bilateral  agreements  con- 
cerning the  problems  of  die  Continental  Shelf  widi  Indonesia's 
neighboring  countries. 

The  agreements  made  on  die  Continental  Shelf  are  as  follows: 

1.  Malaysia-Indonesia  in  die  Straits  of  Malacca  and  die  Soudi 
China  Sea. 

2.  Indonesia-Thailand  in  the  Nordi  of  die  Straits  of  Malacca 
and  the  Andaman  Sea. 


35  Priyatna  Abdurrasyid,  op.cit.,  p.  143 
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3.  Indonesia-Malaysia-Thailand  concerning  the  Common  Point 
in  the  Straits  of  Malacca. 

4.  Indonesia-AustraUa  in  the  South  of  Timor  island. 

5.  Indonesia-Australia  in  the  South  of  Irian. 

6.  Indonesia- Australia  around  Arafuru  island. 

7.  Indonesia-Malaysia  regarding  the  boundary  line  of  the  terri- 
torial waters  in  the  Straits  of  Malacca. 

8.  Indonesia- Singapore  regarding  the  boundary  line  of  territorial 
waters  in  the  Singapore  Straits. 

The  above  agreements  clearly  indicates  the  recognition  of 
Indonesia's  authority  and  surveillance  over  her  maritime 
territories  based  on  the  Law  of  the  Sea  No.  4  of  1960.  On  the 
whole,  an  intemadonal  consensus  through  international  con- 
ferences on  the  Law  of  the  Sea  is  still  needed  and  being  fought  for 
like  in  the  Summit  Meeting  held  in  Lusaka,  the  General  Meeting  of 
the  UN  Assembly  in  1970,  the  Non- Aligned  Summit  Meeting  in 
Algeria  and  die  Conference  of  the  Law  of  the  Sea  in  Caracas. 
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1.  INTRODUCTION 


The  geographic  environment  of  Indonesia  is  rather  unique. 
It  consists  of  thousand  of  islands  surrounded  by  a  complex 
system  of  waterways,  of  shallow  seas  bordered  by  deep  sea 
trenches.  The  Indonesian  waters,  an  area  of  almost  seven 
millions  square  kilometers,  cover  two- thirds  of  die  Indonesian 
territory.  Therefore,  how  fully  and  wisely  diese  waters  are  utiliz- 
ed in  the  coming  decade  will  affect  profoundly  our  security, 
economy  and  ability  to  meet  die  increasing  demands  for  food 
and  raw  materials,  our  position  and  influence  in  the  regional 
community  of  nations,  and  our  environmental  quality  of  die 
country  in  which  die  sea  is  die  dominating  physical  factor. 

Our  interests  in  the  seas  are  vast  and  complex.  Realization 
and  accomodation  of  diese  diverse  interests  require  a  plan  for 
an  orderly  development  of  die  uses  of  the  sea.  In  addition  to 
solve  die  immediate  problems  die  plan  should  accomodate  also 
an  initiation  of  a  long-range  program  to  develop  knowledge, 
technology  and  a  framework  of  laws  and  institutions  diat  will  lay 
die  foundation  for  efficient  and  productive  marine  activities  in 
the  years  ahead. 

At  present  sufficient  knowledge  and  experience  are  still  very 
limited  to  allow  us  to  make  decisions  on  alternative  courses  of 
action  for  developing  the  resources  of  our  seas.  Therefore,  in 

Paper  prepared  for  the  CSIS  Indonesia-Japan  Meeting,  Cibulan,  Indonesia,  17-19 
November,  1977. 
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our  long-range  plan  we  have  to  include  a  program  to  increase 
our  capabilities  in  marine  science.  This  includes,  among  other 
things,  improved  communications  and  coordinations  through- 
out the  marine  science  community,  establishment  of  a  National 
Marine  Data  Center,  upgrading  the  quantity  and  quality  of  the 
manpower  and  expanding  and  improving  the  research  facilities. 


2.  THE  STATE  OF  KNOWLEDGE  ON  THE  INDONESIAN 
SEAS 

From  various  research  activities  and  other  sources  it  has  been 
learned  that  largely  the  marine  waters  of  Indonesia  are  part  of 
the  Pacific  Ocean  water  mass.*  Considerable  amounts  of  surface 
water  from  the  Pacific  flow  continously  through  the  several 
passages  and  channels  into  the  Indonesian  seas.  Part  of  this 
water  mass  eventually  returns  to  the  Pacific. 

Monsoonal  winds  govern  the  marine  waters  strongly  since  In- 
donesia is  located  near  the  equator  between  the  Asian  and  the 
Australian  continents.  Indonesia  is  thus  ideal  for  studying  the 
effect  of  the  monsoon  on  both  water  circulation  and  the 
seasonal  distribution  of  its  physical,  chemical  and  biological 
properties. 

Generally  the  northwest  monsoon  lasts  from  about 
December  to  February  and  the  east  monsoon  from  June  to 
August.  The  rest  of  the  year  represent  the  transition  period  from 
the  west  to  the  east  monsoon  (March-May)  and  back  from  the 
east  to  the  west  monsoon  (September-November).  During  the 
northwest  monsoon  the  wind  blows  eastward  and  causes  heavy 
rainfalls  throughout  the  western  parts  of  the  Indonesian 
archipelago.  This  rainfall  combines  widi  die  heavy  runoff  of 
many  rivers  from  the  greater  Sunda  Islands  (Sumatra,  Java  and 
Kalimantan),  results  in  a  general  lowering  of  the  salinity  near 
shore.  Sometimes  the  30°/oo  isohaline  is  pushed  far  toward  the 
open  sea.  At  the  same  rime  the  surface  current  from  the  area  of 
the  South  China  Sea  brings  the  low  salinity  water  into  the 
western  part  of  the  Java  Sea,  which  is  surrounded  by  these  three 


1    Wirtky,  K.,  "Physical  Oceanography  of  the  Southeast  Asian  Waters",  NAGA  Report, 
No.  2,  195  pp. 
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islands,  and  pushes  the  higher  salinity  water  eastward.  With  the 
onset  of  the  southeast  monsoon  these  low  salinity  waters  are 
transported  back  westward  and  into  the  West  Java  and  South 
China  Seas,  i.e.,  they  are  replaced  by  waters  of  the  higher  salini- 
ty from  the  Macassar  Strait  and  Flores  Sea.  In  September  the 
water  masses  of  high  salinity  reach  their  maximal  westward 
penetration. 

Basic  to  an  understanding  of  geographic,  seasonal  and  other 
types  of  biological  variation  is  an  understanding  of  the  related 
variation  in  primary  productivity,  the  rates  in  organic  matter  is 
converted  to  organic  form.  In  Indonesia  this  has  only  been  done 
in  respect  to  plankton  primary  productivity.  One  of  the  most 
important  factors  influencing  productivity  in  tropical  waters  is 
the  rate  of  replenishment  of  the  inorganic  fertilizer  salts.  These 
replenishment  process  over  the  deeper  waters  is  governed  by  up- 
welling  or  by  divergent  movements  causing  more  fertile  water 
below  the  discontinuity  layer  to  ascend  into  the  euphotic  zone. 

The  presence  of  upwellings  in  Indonesian  waters  had  been 
recorded  notably  in  several  regions:  the  Arafuru-Banda  Sea 
system,  the  Indian  Ocean  south  of  Java  up  to  the  Sawu  Sea  and 
in  small  scale  the  sea  around  the  coast  of  South  Celebes.  These 
upwellings  occur  only  during  the  southeast  monsoon.  The 
region  of  upwelling  is  characterized  by  high  plankton  biomass, 
high  rates  of  productivity,  low  water  transparancy  and  a  high 
concentration  of  inorganic  phosphate-phosphorus,  especially  at 
the  bottom  of  the  euphotic  layer. 


3.  MAJOR  MARINE  RESOURCES 


A.  Fisheries 

The  rate  of  increase  in  the  total  fish  production  in  Indonesia 
is  estimated  at  five  percent  per  year.  This  increase,  generally  is 
derived  from  the  marine  sector  only.  The  production  from  the 
inland  waters  slighdy  declines  from  year  to  year  due,  in  parts,  to 
urbanization,  siltation  and  eutrophication  of  many  lakes  and 
swamps,  reduction  of  rice  fields  mix-culture  due  to  the  in- 
creasing applicadon  of  pesticides  in  agriculture,  labor  force  be- 
ing absorbed  to  other  sectors  of  the  economy  (e.g.  logging  in- 
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dustries  in  East  Kalimantan).  In  1970,  for  example,  the  total  fish 
production  was  1.23  million  tons,  which  consisted  of  66.8  per- 
cent of  marine  fishes  and  33.2  percent  of  the  culture  and  cap- 
ture of  freshwater  species.  Five  years  later  in  1975  a  total  of  1.39 
million  tons  of  fish  was  produced  consisting  of  71.9  percent  of 
marine  fishes  and  only  28.1  percent  from  inland  fisheries  (see 
Table  1). 

TABLE  1  


FISHERIES  PRODUCTION  IN  INDONESIA,  1970-1975  (in  thousand  of  metric  tons) 


^^^^  Year 
Production 

1970 

1971 

1972 

1973 

1974 

1975 

1965 

Marine 

825.2 

828.7 

844.7 

895.3 

960.4 

999.6 

661 

Fresh  Water 

409.4 

412.8 

420,6 

368.2 

375.3 

389.9 

370 

Total 

1,234.6 

1,241.5 

1,265.3 

1,263.5 

1,335.7 

1,389.5 

1,031 

INDEX  (1970  =  100) 

80. 

Marie 

100 

100.4 

102.4 

108.5 

116.4 

121.1 

Fresh  Water 

100 

100.8 

102.7 

89.9 

91.7 

95.2 

90. 

Total 

100 

100.6 

102.5 

102.3 

108.2 

112.5 

83. 

COMPOSOTION  (%) 

64 

Marine 

66.8 

66.7 

66.8 

70.9 

71.9 

71.9 

Fresh  Water 

33.2 

33.2 

33.2 

29.1 

28.1 

28.1 

36 

Although  subject  to  substantial  annual  variations  a  strong 
upward  trend  has  become  apparent  in  the  volume  and  value  of 
fresh  fish  exports.  The  upward  trend  of  export  in  the  fisheries  is 
dominated  by  the  shrimp  and  prawn  industries.  Export  of  fresh 
prawns  were  negligible  during  and  before  1966.  In  1967  the  ex- 
port was  valued  at  low  US$  25,000.-  and  rose  quickly  to  US$ 
877,000.-  in  1969,  US$  3,630,000.-  in  1970  and  US$ 
13,742,000.-  in  1972.  The  value  of  export  as  of  last  year  (1976) 
was  about  100  millions  United  States  dollar. 

Slowly  the  marine  fisheries  in  Indonesia  are  growing  and  ex- 
panding not  only  to  meet  the  increasing  demands  of  inexpen- 
sive animal  protein  for  the  people,  but  also  contribute  to  the 
urgendy  needed  foreign  exchange.  It  is  realized,  however,  that  in 
order  for  the  fishery  industries  to  grow  more  rapidly  many  con- 
straints have  to  be  overcome  such  as  the  widespread  need  for 
developing  technical  skills,  modernizing  equipment  and  fishing 
methods,  expanding  the  existing  fishing  grounds  while  looking 
for  new  ones,  studying  the  life  cycle,  migration  and  populadon 
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dynamics  of  the  more  economically  important  species  and  seek- 
ing tor  new  exploitable  species. 

At  present  there  is  no  adequate  scientific  data  to  base  the 
computation  of  the  potential  productivity  for  the  entire  Indone- 
sian waters.  Therefore,  potential  figures  vary,  from  low  4  0 
million  metric  tons  to  as  high  as  20.0  tons  of  annual  fish 
production.  But  even  if  we  could  only  realize  the  low  potential 
estimate  it  means  that  we  will  be  able  to  increase  the  current 
marine  fish  production  by  almost  four  folds.  In  order  to  realize 
this  projection  we  have  to  increase  our  capabilities  in  removing 
the  constraints  that  hinder  the  fishery  development  in  Indonesia 
as  has  been  mentioned  previously,  particularly  in  increasing  the 
capabilities  to  manage  the  resources. 


B.  Petroleum 

As  of  last  year  (1976)  the  total  petroleum  production  in  In- 
donesia was  about  1.5'  million  barrels  per  day  (bpd)  and  is  ex- 
pected to  reach  2.5  million  bpd  by  early  part  of  the  coming 
decade.  Although  most  of  the  production  ;s  still  derived  from 
the  land  oil-fields,  an  increasing  proportion  is  coming  from  the 
offshore  fields.  Currendy  about  30  per  cent  of  the  oil  pro- 
duction IS  derived  from  off-shore  wells.  A  similar  trend  has  been 
recorded  for  the  natural  gas  production.  At  present  Indonesia 
has  started  to  export  natural  gas  from  the  Arun  and  the  Bontane 
fields. 


Concurrent  with  die  increase  in  oil  production,  petro- 
chemical industries  are  also  rapidly  growing.  Since  most  of  them 
generally  are  still  dumping  dieir  effluent  waters  to  the  nearby 
aquatic  environments,  including  the  estuaries,  they  become  some 
kind  of  a  threat  to  the  fisheries.  Some  of  the  effluents  contain 
hazardous  materials,  such  as  arsenic  and  sulphuric  acid.  As  an 
illustration  can  be  mentioned,  for  example,  soon  after  the 
Gresik  petrochemical  plant  (near  Surabaya,  East  Java)  started  to 
operate  complaints  from  local  fishermen  were  received  due  to 
the  fouling  of  their  brackish  water  ponds  and  tainting  of  the 
fisheries  products  around  die  effluent  outfalls. 

Another  aspect  of  petroleum  related  activities  is  its  transport 
through  the  Indonesian  waters.  For  example  in  1970  the  volume 
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of  oil  transported  through  the  Indonesian  waters  was  about  150 
millions  tons.  It  is  expected  that  the  volume  will  be  tripled  by 
1980  Over  9096  of  the  crude  oils  from  the  Middle  East  and 
Africa  for  Japan  are  transported  through  the  relatively  shallow 
and  treacherous  strait  of  Malacca.  As  result  many  accidents  and 
near  accidents  have  taken  place  in  that  Strait  with  possible  oil 
spills.  Major  oil  spills,  such  as  the  SHOWA  MARU  accident  m 
January  1975,  are  always  disastrous  to  fisheries.  For  days  or 
perhaps  weeks  fishermen  may  not  fish,  because  the  catch  will  be 
tainted  with  oil,  their  nets  and  boats  entangled  with  tars.  Benthic 
communiues  and  mangroves  along  the  beaches  normally  perish 
and  recoveries  will  be  slow  and  uncertain.  At  present  there  is 
very  little  information  concerning  the  long  term  impacts  of  oil 
pollution  in  the  tropical  aquatic  environments. 


4.  ORGANIZATION  ON  MARINE  RESEARCH 

For  many  years  marine  research  was  considered  to  be  part  of 
agricultural  activities.  In  government  agencies  it  used  to  belong 
to  the  Ministry  of  Agriculture.  Only  in  the  last  15  years  that  the 
activities  in  marine  science  were  transfered  to  other  agencies, 
namely  to  the  Indonesian  Institute  of  Sciences  (LIPI)  for  the 
basic  and  cross-sectoral  research,  the  Indonesian  Navy  for  the 
Hydrographic  surveys  and  the  Ministry  of  Agriculture  retained 
only  the  fisheries  oriented  research  portions. 

In  1904  the  director  of  Bogor  Gardens  established  a 
"Visscherij  Station"  at  Pasar  Ikan,  Djakarta.  The  station  was 
renamed  as  the  Institute  of  Marine  Research  (Indonesian:  Lem- 
baga  Penelitian  Laut;  Dutch:  Laboratorium  voor  het  Onder- 
zoek  der  Zee)  in  1919.  Since  that  time  research  in  marine 
biology  has  continued,  although  in  most  cases  are  still  classified 
as  fisheries  research. 

In  1962  almost  all  the  institudons  belonging  to  the  Botanical 
Gardens,  including  the  Insdtute  of  Marine  Research,  were 
transfered  from  the  Ministry  of  Agriculture  to  the  Council  of 
Sciences  of  Indonesia,  which  later  became  LIPI.  Part  of  the 
reason  was  that  these  insdtutions  were,  and  still  are,  doing  basic 
and  cross-sectoral  research  activides. 
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The  Council  for  Sciences  realized  the  importance  of  marine 
esearch  and  the  urgent  need  of  combining  and  coordinating  he 
efforts  of  the  scientists  and  the  institutions  to  "exploit  the  JeZ 
of  the  sea  for  the  Indonesian  people.  In  addition  to  the 
buildings  laboratories  and  scientific  staff,  three  research  vessels 
were  available  the  R.V.  "Jalanidhi  (750  tons  DWT),  the  R  V 

TapaTan?  a    "ff  ^^^"'^  u^'  ^'^^^  ^^'^  -P^--^ 
Japan  and  a  gift  from  the  U.S.A.  In  the  same  year  (1962)  a 

National  Committee  on  Oceanic  Research  (NCOR)  was  es- 
tablished to  coordinate  all  research  activities  and  to  advice  d.e 
Council  for  Sciences  of  Indonesia  on  the  Scientific  side  of  die 
activities.  The  committee  consists  of  several  member  institutions 
They  are: 

The  Institute  of  Marine  Research  (now  the  National  Institute 
ot  Oceanology), 

The  Naval  Hydrographic  Office, 

The  Institute  of  Marine  Fisheries  Research, 

Center  for  Meteorologic  and  Geophysic  Studies, 

The  Directorate  of  Geology  and  Mining,  and 

A  few  Universities,  which  have  marine  science  programs. 

Unfortunately,  however,  NCOR  did  not  live  long.  The  un- 
stable political  and  economical  conditions  prior,  during  and 
atter  the  communist  upheaval  in  1965  were  partly  responsible 

Z!^^  u^'"?       °^  P"^^^^^  the  urgency  of 

NCOR  has  been  felt  by  all  concerns,  but  so  far  there  is  still  no 
attempt  to  revive  NCOR.  Co-operation  among  institutions 
currently  is  carried  out  unofficially  and  based  on  the  common 
needs. 

In  June  1975  by  a  Presidendal  Decree  a  National  Resources 
Committee  (NRC)  was  established.  This  committee  is  chaired  by 
State  Minister  for  Research.  The  other  members  include,  among 
others,  Chairman  of  the  National  Planning  Board,  die  Ministers 
of  Internal  Affairs,  Agriculture,  Mining,  Publics  Works,  Defense 
and  a  number  of  non-ministerial  agencies  like  LIPI  and  Atomic 
Energy  Agencies.  Under  the  NRC  a  number  of  working  technical 
committees  will  be  established.  So  far,  the  technical  committee 
that  have  been  established  are: 

Technical  Committee  on  Energy  Resources 
Technical  Committee  on  Forest  Resources 
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Technical  Committee  on  Water  Resources 

Technical  Committee  on  Aquatic  Resources 

Members  of  the  Technical  Committee  on  Aquatic  Resources 
include  institutions  in  the  field  of  marine  science,  freshwater 
science  fishery  science,  universities  and  fishing  mdustnes.  This 
Committee  has  been  established  since  April  1977.  But  until  now 
we  have  not  had  the  opportunity  to  meet  it.  It  is  hoped  that  this 
committee  is  able  to  function  and  enhance  the  urgently  needed 
co-operation  among  agencies  and  institutions  in  the  related 
fields  of  marine  science  and  aquatic  resources  management. 


5.  CURRENT  PROGRAMS 

During  the  era  of  the  National  Committee  on  Oceanic 
Research  (NCOR,  1960-1970)  we  have  successfully  developed 
three  kinds  of  research  programs: 

-  Participation  in  the  international/regional  cooperative 
programs,  such  as  the  Internadonal  Indian  Ocean  Ex- 
pedition and  the  Cooperative  Study  on  Kuroshio. 

-  Nadonal  Cooperative  programs,  such  as  the  1st  to  4th 
BARUNA  Expeditions  (a  number  of  Japanese  sciendsts  took 
part  in  the  1st  BARUNA  Expedidon). 

-  Insdtudonal  programs,  in  which  each  institudon  carried  out 
its  own  programs  according  to  its  mission  and  scope  of 
tasks. 

Unfortunately,  however,  since  the  NCOR  ineffectiveness  in 
1970  the  nadonal  co-operative  programs  were  also  fizzled  out. 
Each  agency  dien  carries  its  own  insdtudonal  programs  and  tries 
its  best  also  to  take  part  actively  in  internadonal  or  regional 
programs  according  to  its  field  of  mission.  For  example,  the 
Naval  Hydrographic  Office  co-operated  with  Japan,  Malaysia 
and  Singapore  in  surveying  the  bathymetry  of  the  Malacca  Strait, 
the  Marine  Fisheries  Research  Insdtute  participates  in  the  FAO 
supported  South  China  Sea  Fishery  Project  and  the  Nadonal 
Institute  of  Oceanology  becomes  the  national  member  of  the 
UNESCO  Intergovernmental  Oceanographic  Commission  (IOC). 
Through  the  insdtutional  programs  NIO  has  developed  a  few 
internadonal  expedidons  carried  out  in  the  Indonesian  waters. 
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The  r.s.  expedition  was  c^r^ 

ticipants.  the  second  expedition  was  in  1975  with  5  foreSi 

Australia,  USA,  France  and  Malaysia.  At  present  NIO  widi  the 
assistance  of  UNDP  and  UNESCO  is  making  a  plan  to  out 
the  2nd  SNELLIUS  EXPEDITION.  The  firs!  SnSs  Expe^tion 
miTl    °"  oceanographers  between  I9' 9  and 

Exned^?inn'  T'''"  ^''^'P'^^So  waters.  Thus,  the  2nd  Snellius 
Expedition  will  commemorate  the  50th  anniversary  of  the  1st 
Snelhus  Expedition  and  check  die  long  term  chaLes  of  the 
oceanographic  features  in  these  waters.  Iside  from  Sn"  ia^ 
IS  expected  that  scientists  from  Japan,  Holland,  USA  and 
possibly  Australia  and  France  will  take  part  in  the  expedition 
They  will  bring  their  own  research  vessels  for  the  purpose. 

The  following  are  the  current  NIO  programs  in  the  field  of 

Tou^V^r''-  ^°-°P^^^"°^         assistance  can  be  channeled 
tnrough  these  programs. 

a.  Inventory  of  Marine  Resources 

This  is  a  long  term  biosystematic  study  of  marine  biota  of 

std  ed  """T-  ^°"P^  °f         have  been 

studied,  fishes,  molluscs,  crustaceans,  corals,  echinoderms,  algae, 
phyto-  and  zoo-plankton.  At  present  the  priorities  areas  are:  Ja- 
karta Bay,  the  North  and  the  South  coasts  of  Java,  Bali,  Soudi 
Celebes  and  the  Molluccas. 

The  Rumphius  Expedition  is  part  of  this  program.  The  ex- 
pedition IS  organized  every  2  years.  The  3rd  Rumphius  Ex- 
pedition will  be  carried  out  in  October  1977.  4  to  6  foreign 
scientists  are  invited  to  participate  in  the  expedition. 

b.  Oceanographic  Research  of  the  Indonesian  Waters 

The  objective  of  this  research  program  is  to  study  the 
physical,  chemical  and  biological  properties  of  the  Indonesian 
ieas;  especially  their  interdependency  with  the  larger  bodies  of 
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waters,  such  as  the  Pacific  and  the  Indian  Oceans.  Current 
priori des  areas  are: 

-  the  Java  Sea  and  its  surrounding  waters 

-  the  Eastern  Archipelago  waters 

-  the  Straits  of  Malaca  and  the  Straits  of  Macassar 

c.  Research  on  the  Biology  and  Ecology  on  the  Marine  Biota  of 
Economic  Importance 

The  aims  of  this  study  is  to  acquire  a  better  understanding  of 
the  biology  and  ecology  of  the  economically  important  species. 
Based  on  this  knowledge  it  is  hoped  that  we  can  exploit  the 
species  more  rationally,  without  endangering  the  natural  stock. 
The  knowledge  gained  from  this  study  can  be  used  also  in  the 
effort  of  culturing  the  species.  The  following  species  have  been 
studied:  Decapterus  spp.,  Siganid  spp.,  Penaeid  shrimps,  Eucheuma 
spp.  (seaweed),  etc. 

d.  Research  Programs  on  Mari-Culture 

These  programs  are  seeking  more  effective  and  efficient 
methods  in  culturing  marine  organisms.  They  are  carried  out 
both  in  the  laboratory  as  well  as  in  the  fields.  The  Pari  Field 
Station  is  especially  designed  for  such  activities.  The  following 
species  have  been  used  in  the  studies:  Eucheuma  spp.,  blue  crabs, 
oysters,  penaeid  shrimps,  Siganid  spp. 

e.  Special  Research  Programs  for  the  Ambon  Station 

The  object  of  the  programs  is  to  develop  the  research 
capabilities  of  the  Ambon  Field  Stadon  so  that  in  the  near 
future  the  Stadon  will  be  able  to  carry  out  its  own  activides  in 
the  Eastern  Archipelago  waters.  The  current  programs  include: 

—  The  biology  and  ecology  of  bait  fish  Stolephorus  spp. 

—  The  biology  and  ecology  of  mangrove 

—  The  physical  and  chemical  oceanography  of  the  Ambon  Bay 

—  The  biosystemadcs  of  coral  ecosystems 

—  The  plankton  of  the  Ambon  Bay 

—  Study  on  the  poUudon  problem  of  Ambon  Bay 
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6.  EDUCATION  IN  MARINE  SCIENCE 

One  of  the  main  constraints  in  the  development  of  marine 
science  capabduies  in  Indonesia  is  the  shortage  of  personnel 
properly  onented  and.  the  proper  reward  given  to  tC  Th 

Although  the  sea  IS  the  dominating  physical  features  of  our  en- 
vironment, our  educational  system  is  still  terrestrially  oriented 
A  limited  number  of  young  people  who  enter  into  tL  fieS  of 

had    ™:  ^^^.^^"^^^"y  ----y  g-duates  who  have  no 
had   proper   traming   m   marine   sciences.   To   alleviate  this 
problem,  m  the  last  few  years  a  fishery  oriented  p  ogrTm  ha 

Aulou'h  t  "  '^-ational'instituTions 

Although  this  program  has  still  many  shortcomings,  we  inter- 
pret It  as  one  step  forward.  ^ 

In  late  1974  we  organized  a  National  Seminar  on  the  Sea  to 
formulate  the  policy  on  the  alternate  courses  of  actions  and  re- 
quirements in  developing  our  marine  science  programs  in  order 
to  meet  the  need  of  the  marine  sector  in  the  economic  develop- 
ment of  the  country.  Coincide  with  this  Seminar,  the  Departe- 
nient  of  Education  and  Culture  laid  out  a  basic  policy  on  higher 
education  in   the  country.   In  short,   each  university  is  en- 
couraged to  develop  its  own  major  science  pattern  (in  Indo- 
nesia:   Pola  Ilmiah  Pokok,  PIP").  As  a  result  a  few  universities 
contemplated  on  developing  marine  science  as  their  PIP.  So  far, 
at  least  three  universities  have  approved: 

-  the  Diponegoro  University  at  Semarang,  Central  Java 

-  the  Hasanuddin  University  at  Ujungpandang,  South  Celebes 

-  the  Pattimura  University  at  Ambon,  the  Moluccas 

Now  preparation  and  development  plans  has  been  under- 
way for  these  three  universities  to  become  leading  educadonal 
institutions  in  marine  science  in  Indonesia.  However,  probably  it 
will  take  another  five  years  before  they  could  produce  their  first 
group  of  graduates  in  marine  science.  In  the  mean  time,  re- 
cruitment for  university  graduates  has  to  be  done  from  non 
marine  science  faculties.  An  approximate  analysis  shows  that 
over  the  four  years  to  and  including  1973,  the  average  annual 
sarjana  (between  B.Sc.  and  M.Sc.  degree  level)  graduate  pro- 
duction in  sciences  applicable  to  aquatic  resources  studies  was: 
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Mathematics  9  Chemistry  19 

Physics  22  Geology  19 

Biology  37  Geophysics  1 

Electric  Eng.  53  Fisheries  39 

Wc  could  compare  the  sarjana  production  in  other  fields: 

Law                       710      Economics  531 
Architecture            HO      Agriculture  257 
Pharmacy                90      Social  &  Poli- 
tical Sciences  300 

Naturally,  as  can  be  expected,  only  a  small  fraction  of  the 
graduate  in  sciences  enter  into  the  aquatic  resources  studies. 


7.  THE  ROLE  OF  TECHNICAL  ASSISTANCE 

There  are  three  kinds  of  technical  assistance  in  Indonesia: 

technical  assistance  through  bilateral  arrangements; 
through  UN  -  agencies; 

through  international  foundations  or  organizarion,  such  as 
Ford  Foundation,  Rockefeller  Foundation,  Internadonal 
Development  Research  Center  (Canada),  Max  Plane  Insdtute, 
Humbold  Insdtute,  etc. 

The  major  sources  of  technical  assistance  in  marine  science 
come  from  the  UN  agencies,  such  as  UNESCO,  FAO,  UNDP. 
So  far,  very  limited  assistance  comes  from  internadonal 
organizations  and  a  fair  amount  derived  from  bilateral 
arrangements.  Probably  for  many  years  to  come  technical 
assistance  through  UN  agencies  will  still  play  an  important 
role  in  helping  us  to  develop  our  marine  science  capabilides. 
However,  at  present  we  are  also  trying  to  increase  the  amount  of 
technical  assistance  through  bilateral  arrangements.  For  example 
from  Japan,  Australia,  United  States  and  West  European  coun- 
tries. In  general  favorable  responses  have  been  given  to  us 
from  those  countries. 

In  order  for  any  technical  assistance  to  be  succesful  it  has  to 
be  geared  towards  helping  the  developing  nadons  to  help  them- 
selves in  identifying  their  needs,  define  their  programs  and 
priorities.  To  avoid  gross  errors,  it  is  imperative  for  the  foreign 
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experts  or  consultants  to  work  together  with  the  local  scientists 
teaching    where  needed,  the  basic  facts  of  sciences  and  th  n 

^^^^  -  ~  ^^^p-^  - 

Marine  science  is  often  perceived  as  o.ie  of  the  means 
whereby  industrialized  countries  improve  their  advantage  in 
benefi  ting  from  increased  use  of  the  ocean  and  its  resources.  As 
a  result,  therefore,  it  is  conceivable  that  at  the  Law  of  the  Sea 
Conference,  for  example,  the  developing  nations  favor  strict 
controls  over  marine  research  conducted  by  developed  maritime 
countries  At  the  same  time  the  developing  nations  will  make  ef- 
orts  to  develop  our  marine  science  so  that  we  too  can  obtain 
the  benefits  that  knowledge  may  provide.  Possibly  a  meeting  of 
minds  could  be  reached  where  the  more  developed  maritime 
countries  will  assist  the  developing  nations  to  achieve  that  goal 
through  bilateral  technical  assistance.  This  assistance  could  be 
used  to  improve  the  research  facilities,  manpower  development 
through  training  and  fellowships,  purchase  of  scientific  books 
and  subscription  of  scientific  journals  in  this  field  and  sharing 
the  expertise  between  the  foreign  experts  and  their  native 
counterparts  m  solving  current  problems  of  common  interests 


CONCLUSIONS 


In  conclusion,  although  Indonesia  has  a  rather  long  history 
in  marine  science,  unfortunately,  however  her  capabilities  never 
reach  beyond  descriptive  level.  The  reasons  for  this  are  many 
among  others:  only  until  recently  there  is  no  definite  commit- 
ment and  awareness  among  the  decision  makers  that  potentially 
Indonesia's  marine  resources  could  be  developed  and  managed 
to  improve  the  quality  of  life  of  the  people  and  to  strengthen 
the  economy.  As  a  result  marine  science  for  many  years  has 
been  neglected.  However,  when  we  did  realize  that  our  future  as 
a  nation  probably  depends  pardy  on  how  rationally  we  will 
utilize  and  manage  the  seas,  marine  science  was  not  quite  ready 
and  thus  was  not  adequately  fast  enough  to  supply  the  urgently 
needed  basic  data  and  information  to  base  die  formuladon  of 
policies  on  alternative  course  of  acdons.  Technical  assistance, 
from  both  UN  agencies  or  bilateral  arrangements,  is  badly  need- 
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ed  in  short-term  to  assist  in  providing  those  data  and  inf( 
mation,  but  more  important  in  the  long-term  to  assist  us 
develop  our  own  capabilities  in  order  to  meet  the  challenge 
developing  and  managing  our  marine  resources  rationally 
the  betterment  of  our  country  and  people. 


REF-ERENCES  USED  IN  PREPARING  THIS  PAPER 

Anonymous,  1964.  Report  on  the  scientific  marine  expedition  "BARUNA 
OPERATION"  (in  Indonesian). 

Bardach,  J.H.  1967.  Indonesian  fisheries.  A  mimeograph  Report. 
Broadie,  J.W.  1976.  Report  on  mission  as  consultant  in  marine  science  research  at  Jakar- 
ta, 19  November  1975-7  July  1976.  UNDP  Report,  71  pp. 

Doty,  M.S.  and  Aprilani  Soegiarto,  1970.  The  development  of  marine  resources  in  In- 
donesia. In  Howard  W.  Beers  (Ed)  INDONESIA:  Resources  and  their  technological 
development.  The  University  Press  of  Kentucky,  pp.  70-89. 

Soegiarto,  Aprilani  1965.  The  development  of  oceanology  in  Indonesia.  In  Research  in 
Indonesia,  1945-1965,  Vol.  3:  199-299  (in  Indonesian). 

  1975.  Aquatic  resources  in  Indonesia,  their  problems  and  management. 

International  Symposium  on  Energy,  Resources  and  Environment,  Jakarta,  24-25 
February  1977,  12  pp. 

  1975.  The  states  of  marine  pollution  in  the  marine  environment  of  In- 
donesia. 13th  Pacific  Science  Congress,  Vancouver- Canada,  18-28  August  1975,  19  pp. 

Soegiarto,  Aprilani  and  A.  Nontji,  1966.  A  seasonal  study  on  primary  marine  pro- 
ductivity in  Indonesian  waters.  11th  Pacific  Science  Congress,  Tokyo-Japan,  20  pp. 

Wyrtki,  K.  1961.  Physical  oceanography  of  the  Southeast  Asian  waters.  NAGA  Report 
No.  2,  195  pp. 


93 


BOOK  REVIEW 

INDONESIA, 

by  Donald  W  Fryer  &:  James  C.  Jackson,  Ernest  Benn  Limited 
Boulder  Westview  Press,  London,  1977. 
Review  Article  by  ONGHOKHAM 


Donald  W    Fryer  and  James  C.  Jackson  are  two  geo- 
grajDhers  who  had  once  been  connected  with  the  Universi^  of 
Malaya.  They  have  written  a  book  on  Indonesia  published  in  the 
Nations  of  The  World  series.  In  283  pages  the  authors  have 
tried   to  introduce  Indonesia  to  the  well-informed  laymen 
businessmen,  officials  and  others,  who  should  have  some  know- 
ledge of  this  country  because  of  their  profession.  The  nature  of 
the  publication  and  the  limitations  set  by  such  a  book  have  ob- 
viously influenced  the  contents  and  treatment  of  the  subject  The 
authors  have  also  acknowledged  this  in  their  preface.  They  had 
to  be  selective  for  introducing  such  a  vast  and  varied  a  country 
as  Indonesia  in  283  pages.  For  the  Indonesians  and  for  the 
scholars  on  Indonesia  either  Indonesian  or  Western,  the  book 
has  strong  biases  and  lacks  in  perceptions.  However,  as  far  as 
readers,  such  as  businessmen,  officials  of  Western  countries  in- 
vestors and  well-informed  laymen  are  concerned,  this  book  is 
very  useful  and  a  success.  Take  for  instance  the  list  of  topics  dis- 
cussed: "Land  and  people";  "History  from  early  times  to  the 
Dutch  ,  which  were  treated  in  separate  chapters;  and  then  the 
modern  period  called:  "To  the  Abyss  and  back".  Four  chapters 
are  deahng  with  this  topic  of  convendonal  books  of  intro- 
duction to  a  country.  Then  we  have  three  other  chapters  on  the 
statistics  of  present-day  Indonesia:  Populadon,  food  production, 
export  statisdcs,  urbanisadon,  manifacturing  (not  Industry).  All 
the  statistics  and  statements  are  correct  and  gloomy  as  they 
would  be  for  most  of  the  Third  World  countries.  The  other 
chapters,  there  are  ten  in  all,  deal  with  politics,  and  foreign  af- 
fairs, the  Chinese  minority  and  finally  the  question  of  "Whither 
Indonesia.?".  In  this  last  chapter  the  authors  have  suggested 
some    sweeping    fiscal    reforms    disregarding    the  structural 
problems  of  state  and  society. 
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This  introductory  volume  on  Indonesia  reminds  one  of  many 
of  such  introductory  volumes  written  in  the  colonial  days.  The 
topics  would  be  almost  the  same,  geography,  history  and  then 
the  important  production  of  raw  materials  from  plantations  and 
mines  while  food  production  and  populadon  stadstics  would 
also  have  received  their  full  attention.  The  difference,  however, 
is  that  in  the  old  colonial  handbooks,  stadstics  of  production 
versus  consumption  through  increases  of  population  would  still 
look  favorable.  Now  for  instance  in  this  introductory  book,  the 
authors  found  the  statistics  of  plantation  production  falling  and 
food  production  not  keeping  up  with  the  population  increases. 
Although  strongly  in  favor  of  the  present  government  especially 
since  their  dislike  for  the  preceding  Old  Order,  the  audiors  still 
find  that  die  New  Order's  problem  is  tiiat  the  statistics  of  pro- 
duction and  population  increases  are  against  it. 

There  is  another  difference  with  the  old  colonial  hand- 
books. In  diose  old  handbooks  the  Chinese  would  have  been 
treated  with  less  sympathy.  They  would  have  been  seen  against 
die  backgrounds   of  problems  of  Dutch   "ethical  policies". 
Nowadays,  however,  the  Chinese  minority  (also  in  this  volume) 
is  treated  with  great  sympathy.  It  is  indeed  remarkable  to  see 
what  a  good  public-relation  treatment  the  minorities  get  in  the 
Western  World  nowadays.   One  can  explain  this  from  two 
different  viewpoints.  The  horrors  of  what  could  be  done  to 
minorities  have  been  shockingly  realised  by  the  West  because  of 
the  Nazi  programs  in  Germany.  In  short  it  is  a  human  rights 
test  case.  It  has  also  become  a  test  case  in  another  field,  that  is, 
the  receptiveness  of  the  country  towards  foreign  investments  and 
foreigners  in  general.  If  countries  cannot  digest  its  minorities,  it 
would  be  less  able  to  be  friendly  to  foreigners  and  their  capital. 
It  might  also  be  that  with  die  disappearance  of  foreign  political 
power,  or  the  old  colonialist  power,  foreign  capital  have  come 
to  depend  more  and  more  on  the  "Indonesian-Chinese"  eco- 
nomic  "infra-structure"   and   access   to   Indonesian  political 
power.  Is  not  a  separate  chapter  on  the  Chinese  minority  in  a 
hand  book  on  Indonesia  not  a  bit  of  an  excess.^  Indonesians 
themselves  seem  in  fact  not  to  be  very  concerned  with  Chinese 
problems.  The  other  problems  of  society  and  state  are  too  great 
to  think  of  Only  the  minority  and  the  foreigners  are  very  con- 
cerned with  the  problem. 
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This  question  is  brought  forth  in  connection  with  the  ques- 

K.       3..'^.       u  °  really   perceive   as  their 

problems?  In  other  words,  the  reviewer  finds  the  authors  are 
lacking  in  explaining  the  "why's"  of  Indonesia.  It  takes  too 
much  for  granted  to  say  that  the  flow  of  Indonesia's  history  and 
statistics  should  have  been  a  continuation  of  the  colonial  period 
such  as  in  Malaysia. 

Take  for  instance  the  products  of  the  plantations.  Its  decline 
in  Indonesia  seems  to  us  both  a  result  of  international  trade 
patterns  and  prices  as  well  as  the  non-concern  of  Indonesia  for 
whatever  reason,  with  die  plantations.  Instead,  rice  and  food 
production  seems  to  have  replaced  the  concerns  for  plantation 
which  was  the  traditional  colonial  preoccupation  by  putting 
aside  the  question  of  whether  or  not  this  is  a  wise  thing  to  do 
or  even  whether  the  Indonesians  have  made  a  success  of  tiiei^ 
concerns  with  rice  production.  This,  however,  might  be  due  to 
other  structural  problems. 

Statistics  rather  than  social  factors  seem  to  have  influenced 
the  authors  most.  This  could  lead  to  some  false  impressions 
since  scholars  have  been  increasingly  aware  of  how  unreliable 
statistics  in  Indonesia  are  especially  where  it  concerns  popu- 
lation statistics.  Thus  in  p.  144  the  authors  have  found  that  die 
population  born  between  1942  and  1946  only  amounted  to  7,7% 
whereas  those  born  between  -1952  and  1956  number  15,6%'  of 
the  population.  The  tremendous  burden  on  the  educational,  job 
and  other  faciHties  in  the  1960's  and  1970's  is  seen  by  die 
authors  as  resulting  from  this  baby  boom  of  the  early  1950's. 
One  really  wonders  whether  the  birth  rate  during  the  Japanese 
occupation  was  indeed  so  low  or  was  it  not  caused  by  un- 
reliable statistics  during  those  years  or  even  the  faculty  memory 
of  one's  age  and  birth-date,  which  is  not  a  very  uncommon 
thing  in  Indonesia.  Neverdieless  die  authors  are  probably  right 
in  assuming  that  there  is  an  increasing  demand  in  the  1960's 
and  70's  on  the  country's  resources  by  an  adult  population. 
These,  though  are  certainly  to  some  important  extent  eflected  by 
the  greater  social  and  political  mobility  as  a  result  of  revolution 
and  independence. 

Because  of  the  authors  knowledge  and  experience  with 
Malaysia,  they  have  failed  to  perceive  the  differences  between 
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Indonesia  and  Malaysia.  Indonesia's  recent  history  is  after  all 
not  a  continuous  flow  from  its  colonial  past.  Institutions  were 
overhauled,  production  stopped,  factories  destroyed  and  above 
all,  hopes  of  people  made  to  rise.  It  is,  therefore,  a  less  cohesive 
country  than  its  neighbours.  The  only  local  color  of  unique 
Indonesianness  that  the  authors  have  been  trying  to  give  to 
Indonesia  is  in  the  introductory  paragraphs  on  Indonesian  po- 
lirics  -  otherwise  discussed  in  its  formal  legal  setting  -  by  des- 
cribing Indonesian  polidcs  to  resemble  a  wayang  kulit  or  shadow 
play  (p.  228).  Indeed,  nowadays  this  is  a  popular  thing  to  do 
among  scholars  and  might  even  be  encouraged  by  the  Indo- 
nesian intelligentsia  for  it  looks  so  civil.  However,  the  authors 
lack  perceptiveness  on  the  real  situation.  In  general  though  the 
book  is  indeed  a  good  introduction  to  technocrats  of  inter- 
nadonal  agencies,  businessmen  and  well-informed  laymen  who 
are  concerned  with  putdng  things  right  in  Indonesia  and  making 
Indonesia  again  a  part  of  the  world  community  which  is  in- 
creasingly hungry  for  raw  materials  and  markets  for  investment, 
as  well  as  for  export. 
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NOVEMBER  1977 


Internal  Affairs 


On  27-31  October  a  Press  Seminar  on  Pancasila  Communitv 
was  held  ,n  Malang  (East  Java).  Formulations  and  recommen^ 
dations  brought  out  by  the  seminar  were  as  follows:  (1)  the 
development  of  the  press  should  be  in  accordance  with  the  prin- 
ciple of  Pancasila;  (2)  the  commercial  and  the  ideal  aspect  of 
the  press  in  Indonesia  should  be  well-balanced  and  compatible 
with  the  spirit  of  the  '45  Constitution  (paragraph  33). 

Suara  Karya  daily's  chief  editor,  D.H.  Assegaff  said  at  the 
Student  Centre  of  ITB  (Bandung  Institute  of  Technology)  on 
November  8  that  where  freedom  of  the  press  is  concerned, 
Indonesia  is  better  off  than  the  other  Asian  countries  and  that  to 
guarantee  this  freedom  of  the  press,  which  is  for  the  sake  of  the 
people,  a  set  of  regulations  is  needed. 

At  present  the  question  whether  or  not  the  KNPI  (Indo- 
nesian National  Youth  Committee)  is  to  be  included  into  the 
GBHN  (Broad  Oudines  of  State  Policy)  is  being  heatedly 
debated  among  the  younger  generation.  In  diat  regard,  Chair- 
man of  DPR/MPR  (Parliament/People's  Consultative  Assembly) 
said  to  all  the  delegates  of  KNPI  in  Jakarta  on  November  4 
that:  ' 

1.    the  youth  should  have  a  discussion  on  that  issue  before  the 
general  session  of  the  MPR; 

KNPI  should  give  their  reasons  to  the  youth  for  the  in- 
clusion of  the  KNPI  into  the  GBHN; 
KNPI  should  draw  up  a  program  that  is  accepted  by  all  par- 


2. 
3. 


The  chairman  of  the  Central  Board  of  KNPI  said  on  Novem- 
ber 18,  that  the  MPR  is  to  decide  whether  KNPI  could  be  in- 
cluded into  GBHN  or  not,  and  that  the  Functional  Group  Fac- 
tion,   the   Armed    Forces   Faction   and   the   Regional  Re- 
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presentation  Faction  are  for  the  inclusion  of  the  KNPI  into  the 
GBHN. 

A  member  of  the  KNPI  delegation,  B.  Pasaribu  said  to  the 
United  Development  Facdon  in  Jakarta,  on  November  8,  that 
KNPI  belongs  to  the  people  of  Indonesia  and  that  the  issue  on 
the  KNPI  is  to  be  viewed  in  the  light  of  nadonal  mterests  and 
not  of  its  polidcal  interests  and  that  it  is  unexceptional  that 
KNPI  is  to  be  inserted  into  the  GBHN. 

The  Chief  of  Kopkamtib  (Staff  of  the  Command  for  the 
Restoration  of  Order  and  Security)  said  in  Bina  Graha  (Jakarta) 
on  November  8,  that  the  dispute  between  KNPI  and  extra-curri- 
cular organizations  should  be  setded  by  the  parties  concerned 
diemselves,  for  KNPI  is  not  a  government's  project.  He  stated 
furdier  that  the  Kopkamtib  will  take  stern  measures  if  the  dis- 
pute between  KNPI  and  other  youth  organizations  disturb  the 
stability,  unity  and  integrity  of  the  country. 

On  account  of  the  rising  political  tensions  in  Indonesia, 
President  Soeharto  held  a  discussion  with  the  Chief  of  Kopkam- 
tib Head  of  Bakin  (Nadonal  Intelligence  Coordinadon  Board), 
Vice  Commander  of  the  Armed  Forces,  the  I-IV  Territorial 
Commanders,  the  Commanders  and  Governors  of  Java  and  Bah 
and  some  Ministers  at  Bina  Graha  on  November  II.  The 
Minister  of  State  Secretary,  Sudharmono  said  that  President  Soe- 
harto had  asked  the  officials  to  uphold  their  vigilance  for  the  ac- 
tivities of  a  certain  small  group  tended  to  disturb  peace  and 
order  if  preventive  steps  were  not  taken.  Furthermore,  the  Presi- 
dent stated  that  the  general  session  of  the  M PR  is  a  realizadon 
of  democracy  and  the  consdtution  of  Indonesia  and  it  is  one  of 
the  means  to  uphold  the  1945  Consdtudon  and  Pancasila. 

On  account  of  the  growing  activities  of  the  small  group  in 
Indonesia,  directed  against  the  existence  of  the  New  Order,  the 
second  Territorial  Commander,  Lieutenant  General  Widodo 
made  the  following  statements: 

1.  the  term  'coup  d'etat'  does  not  exist  in  the  doctrine  of  the 
Armed  Forces  and  the  tradition  of  patriots; 

2.  the  Armed  Forces  and  the  Youth  succeeded  in  upholding  the 
Pancasila  and  the  '45  Consdtudon  in  1966,  although 
politically  a  shorter  route  could  be  taken  by  the  Armed 
Forces; 
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past  m  the  light  of  a  historical  perspective; 
4.   Pancas.  a  and  the  '45  Constitution  make    up  the  basic 
d~ncr''"^"^  of  the^peopl-s 

said^t'treTJ'nd'"'  "'  r""^^^  Soegito 

KoptmT  Ad''  7^r^  °'  ^^^^^'^  ^PP^-^-'  chief  of 
Kopkamtib,  Admiral  Sudomo  said  that  the  Opstib  (anti  ^aft 

campaign)  will  succeed  if  the  officials  in  the  regional  depT 

ments  take  the  initiative  to  reform.  He  added  tLt  persuade 

and  educative  steps  will  be  taken  by  the  Opstib  as  to  giveX  "f 

ficials  concerned  the,  opportunity  to  amend. 

The  United  Development  Party  Faction  still  opposes  the 
proposal  of  "Pedoman  Penghayatan  dan  PengamaFan  pLca- 
sila  Directives  on  the  Implementation  of  Pancasila)  as  a  MPR 
(Peop^  s  Consultative  Assembly)  decree.  On  the  other  hand,  the 
Armed  Forces  the  Indonesian  Democratic  Party,  the  Functional 
thL  p'ro;"osal^  '''^°"^'  Representation  Factions  fully  support 

The  third  Territorial  Commander,  Lieutenant  General  Wi- 
djojo  Sujono  said  that  the  people  should  take  no  heed  of  un- 
founded rumours  and  believe  in  the  Pancasila  as  the  basis  and 
ideology  of  the  state. 

The  Minister  of  State  Secretary,   Sudharmono  stated  on 
November  18    that  the  Directives  for  the  implementation  of 
Pancasila  should  not  be  in  variance  with  the  Pancasila  itself  He 
added  further  that  the  directive  is  not  intended  as  the  govern- 
ment s  authority  to  meddle  into  the  people's  personal  affairs. 

The  issue  on  whether  the  "Aliran  Kepercayaan"  (stream  of 
beliefs)  would  be  included  into  the  GBHN  (Broad  Oudines  of 
the  State  Policy)  is  still  subject  to  heated  debates.  The  United 
Development  Party  objects  to  the  inclusion  of  the  "Aliran  Ke- 
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percayaan"  into  the  GBHN.  Regarding  this  issue,  the  Chairnian 
of  DPA  (Supreme  Advisory  Council)  Wilopo  said  that  the  Indo- 
nesian people  should  be  guaranteed  the  freedom  to  exercise 
their  own  beliefs. 

The  Minister  of  Religious  Affairs,  H.A.  Mukti  Ali  said  that: 
the  "stream  of  beliefs"  exist  in  Indonesia  and  that  the  moslems 
should  not  hate  those  beliefs,  but  approach  the  believers  in  a 
sympathetic  manner  so  that  they  will  return  to  their  origmal 
religions. 

The  MAWI  (the  Supreme  Council  of  Church  Heads  of 
Indonesia)  stated  that  the  beliefs  cannot  be  viewed  from  the 
theological  aspect  derived  from  the  Pancasila,  since  Pancasila  is 
a  polidcal  and  not  a  theological  statement.  MAWI  is  of  the  opi- 
nion that  each  citizen  has  the  right  to  exercise  his  religious 
dudes  according  to  his  own  convicdon.  The  existence  of  these 
beliefs  is  an  undeniable  fact  and  must  therefore  be  taken  into 
consideradon.  Hence  the  Directive  for  the  Implementation  of 
Pancasila  is  needed  as  long  as  it  gives  guidance  to  every  citizen. 
The  Indonesian  Board  of  the  Federadon  of  the  Budhist  Sects 
and  the  'Pantekosta'  Churches  in  Indonesia  gives  their  full  sup- 
port to  the  inserdon  of  "religion  and  belief  in  the  One, 
Supreme  God"  into  the  GBHN,  which  is  stated  in  President 
Soeharto's  speech  of  October  1,  197  7. 

The  Chief  of  Kopkamtib,  Admiral  Sudomo  said  on  Novem- 
ber 16,  1977  that  the  government  will  release  10.000  detainees  of 
the  abortive  communist  coup  next  December.  The  detainees  are 
of  the  B  category  and  all  foreign  representatives  in  Jakarta  will 
be  invited  to  witness  the  occasion.  Admiral  Sudomo  said  on 
November  23,  that  30-4096  of  the  remaining  detainees  of  the 
abortive  communist  coup  in  the  rehabilitadon  centers  sdll  grasp 
the  communist  ideology.  Their  atdtude  will  obstruct  their  re- 
lease. He  said  further  that  the  government  has  taken  the  in- 
idative  to  set  up  resetdements  for  the  released  detainees. 


Intemadonal  Relations 

A  fifth  Indonesia-Japanese  Conference  was  held  at  Cisarua, 
Bogor  on  November  16-19  by  the  CSIS  (Centre  for  Strategic  and 
Internadonal  Studies).  The  topics  discussed  were: 
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1.  the  stepping  up  of  Japans  relations  with  ASEAN,  Indonesia 
in  particular; 

2.  agricultural  development  in  Indonesia- 

3.  promotion  of  fishery  projects  in  Indonesia; 

4.  cultural  exchange  between  Indonesia  and  Japan. 

The  Economic  Delegation  of  the  Socialist  Republic  of  Viet- 
nam visited  Indonesia  on  November  26-30  to  probe  the 
possibility  of  an  economic  cooperation  and  to  discuss  border 
issues  in  the  Natuna  Sea.  The  Interim  Foreign  Minister,  Mochtar 
Kusumaatmadja  said  that  the  Indonesian  people  wishes  that  the 
Indonesian-Vietnamese  border  issue  be  soon  setded. 


DECEMBER  1977 


Internal  Affairs 

Minister  of  State  for  Research  Sumitro  Djojohadikusumo 
said  at  the  Second  Nadonal  Mathemadcal  Conference  in  Yogya- 
karta  on  November  30,  1977,  that  making  a  sharp  boundary 
between  ''Sosial  Budaya"  (social  and  cultural  sciences)  and 
Paspal"  (mathematics  and  physical  sciences)  is  a  wrong  move  in 
Secondary  educadon.  Mathemadcs  consdtutes  a  precondidon  of 
development. 

President  Soeharto  gave  instrucdons  to  the  government  at 
the  session  of  the  National  Economic  Stabilizadon  Council  on 
December  6,  that  the  living  standard  of  farmers  should  be  im- 
proved and  that  the  Department  of  Industry  should  step  up  the 
salt  industry  of  the  people. 

On  account  of  the  controversial  views  on  "Aliran  Keper- 
cayaan"  or  "stream  of  beliefs",  the  General  Chairman  of  the 
Central  Board  of  Coordination  Body  of  Beliefs  in  Indonesia 
(Badan  Koordinasi  Musyawarah  Kepercayaan  Indonesia  = 
BKMI),  Soetomo  Honggowongso  said  on  the  occasion  of  the 
commemoradon  of  Syuro  1,  Saka  1910  (First  day  of  the  New 
Year  on  the  Javanese  calender)  which  falls  on  December  12,  that 
the  belief  to  the  One,  Supreme  God  is  innate  for  a  substantial 
number  of  the  Indonesian  people.  The  BKMI  also  stated  that  it 
is  determined  to  defend  and  condnue  its  existence  as  citizens 
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who  worship  the  One,  Supreme  God  and,  it  supports  the  draft 
GBHN  and  the  President's  speech  at  the  installation  ot  the 
DPR/MPR  on  October  1,  1977.  It  also  stated  that  it  is  deter- 
mined to  uphold  and  implement  Pancasila  and  the  '45  Constitu- 


tion. 


The  leaders  of  the  Armed  Forces  met  in  Jakarta  on  Decem- 
ber 13-14,  to  hold  talks  on  the  increasing  political  tensions  in 
Indonesia,  the  movements  that  may  affect  nadonal  stability  and 
the  coming  general  session  of  the  1978  MPR.  The  Armed  Forces 
made  a  statement  that  they,  together  with  the  political  parties 
and  the  functional  group  will  make  the  general  session  of  the 
1978  MPR  a  success  and  that  they  will  take  stern  measures 
against  anyone  trying  to  undermine  the  authority  of  the  nadonal 
leaders  and  jeopardize  the  general  session  of  the  coming  MPR. 

Assessing  the  growing  activides  of  some  student  groups  and 
dieir  critics  launched  against  the  government,  the  Chairman  of 
the  Functional  Group  Faction,  Soegiharto  said  to  newsmen  in 
Jakarta  on  December  14,  that  all  pardes  should  reflect  upon 
some  past  events  for  any  upheaval  is  somehow  related  to  exter- 
nal activities.  He  said  further  that  the  FG  Faction  does  not  draw 
any  a  priori  conclusions  from  the  student's  activides  as  long  as 
they  are  in  line  with  the  existing  regulations.  Finally  he  added 
diat  any  ardficial  movements  do  not  par  with  the  consequences 
that  endanger  the  nadon's  unity. 

On  December  20,  the  government  released  10.000  detainees 
of  the  abortive  communist  coup.  They  are  classified  as  the  B 
category  detainees.  Prior  to  this  occasion,  on  December  17,  the 
chief  of  Kopkamtib  said  that  the  degree  of  ideology,  one's  func- 
tion in  the  organization,  one's  conduct,  age  and  physical  condi- 
tion determine  one's  release.  Furthermore,  the  A  category 
detainees,  who  total  800  will  be  trialed  in  stages,  while  the  C 
category  had  all  been  released. 

The  Trade  Minister  said  to  newsmen  on  December  20,  that 
as  of  January  1,  1978,  19  foreign  companies  would  stop  their 
business  activities  in  Indonesia,  among  which  18  companies  had 
appointed  domestic  companies  to  become  their  distributors  and 
one  foreign  company  would  be  liquidated. 

Commenting  on  the  statement  made  by  the  Minister  for 
Religious  Affairs,  who  had  just  returned  from  the  Vatican, 
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l^  ^\u      u  ^^'T'  ^^"'■^^  Heads  of  Indonesia) 

sta  ed  that  the  Indonesian  delegation's  visit  to  the  Vatican  wa 
only  for  the  purpose  of  having  a  dialogue  and  that  no  decisron 
whatsoever  was  taken  there.  MAWI  stated  further  that  it  he 
au  honty  of  the  Indonesian  Bishops  and  not  the  Vatican  to 
decide  on  religious  instrucdon  in  Catholic  schools  in  Indo- 
nesia;  and  foreign  aids  to  Indonesian  catholics  are  sent  by  the 
catholic  community  as  an  expression  of  chrisdan  solidarity. 

The  plenary  session  of  the  cabinet  decided  among  other 
things  on  December  29,  that  new  credit  facilities  will  be  given  • 
and  that  the  trade  licenses  of  foreign  enterpreneurs  will  be  ex- 
tended for  three  months  as  of  January  1,  1978. 

International  Relations 

The  first  meeting  of  ASEAN  Cooperadves  was  held  in  Jakar- 
ta on  December  5-7,  to  have  a  feasibility  study  on  cooperadon 
among  the  ASEAN  member  countries  in  various  fields  such  as 
exchange  of  information,  experience,  and  educational  colla- 

dkraftr  ^^^"^  °^  ^^''^^^l^"^^  han- 

On  December  28-31  die  Vietnamese  delegadon  headed  by 
Vice-Prime  Minister  and  concurrendy  Foreign  Minister  Nguyen 
Duy  Trinh  stayed  in  Indonesia  for  a  four-day  visit  to  examine 
the  feasibility  of  a  bilateral  cooperadon  which  includes  the  step- 
ping up  of  cooperadon  in  the  field  of  economy  and  technology 
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